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Quality of Service Remedies

About this document

This document sets out our proposals for regul at
are used by telecommunications providers to provide broadband and telephone services to

customers and businesses. Most retail providers of broadband and telephone services in the

UK (excludingthe HullArea) r ely on access to Openreachdés net\
services.

The proposals we set out here form part of two formal reviews we are currently undertaking,
namely the Wholesale Local Access and the Narrowband market reviews. These two market
reviews set out a number of proposals for regulation of the wholesale markets for services
that use fixed connections to provide broadband and telephone services.

The proposals we set out in this document are intended to strengthen and build on quality of
service measures we introduced in 2014.

We will take all responses to this consultation into account before reaching our final

conclusionson what quality of service regulation shou
broadband and telephone services. We expect any new proposals to come into effect from

1 April 2018.
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Section 1

Executive Summary

11

1.2

1.3

14

15

Homes and businesses rely on broadband more than ever before. This means that
when things go wrong it is not just frustrating and inconvenient i it can cause real
financial and non-financial harm.

Last yearo6s Strategic Revio&wrat eDigi Ralvi Ewvmmi

highlighted how urgent improvements are needed to ensure that all phone and
broadband companies provide service quality that customers expect. We set out our
strategy to bring about a step change in quality of service, including plans to
introduce transparent information on service quality and automatic compensation for
consumers when things go wrong.

A key element of that strategy is to look to impose tougher requirements on
Openreach, the division of BT that installs and maintains connections to BT's network
on behalf of telecoms providers, to repair faults and install connections on time. This
consultation looks in detail at these proposed Quality of Service standards which will
strengthen and build on measures introduced by Ofcom in 2014.

The proposals form part of two formal reviews we are currently undertaking, namely
the Wholesale Local Access market review (WLA)and the Narrowband market review
(NMR).Inthos e reviews, we have identified a
means that it does not have sufficient incentives to deliver service that keeps pace
with the increasing demands of telecoms providers and their customers. Our
proposals are intended to incentivise Openreach to make significant further
improvements in the quality of services it provides to telecoms providers to ensure
effective competition that meets the needs of consumers and businesses.

Any final decisions we take in relation to quality of service will form part of the overall
remedies package which will be included in our final WLA and NMR review
Statements which we expect to complete by early 2018.

Background

1.6

1.7

1.8

Consumers and businesses are increasingly reliant on the internet and now consider
broadband to be an essential part of their daily lives. Our research shows that 66% of
consumers and 59% of small and medium-sized businesses would struggle without
broadband and a further 23% and 25% respectively could only manage without it for
a limited time.*

Faulty lines, delayed repairs and installations not only affect customers; they can also
impair competition in the wider market by, among other things, discouraging people
from switching between providers.

Service problems fall into several categories. They can occur at the telephone
exchange on the lines that connect homes and businesses, or be due to factors

1 Jigsaw Research, 2017. Automatic compensation: Consumer experience of provisioning delays, loss
of service and missed appointments: Presentation of quantitative findings, Slide 16 & 72
https://www.ofcom.org.uk/ _data/assets/pdf file/0026/98711/automatic-compensation-jigsaw-

report.pdf.
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1.9 Therefore, the whole sector T not just Openreach - has a role to play in delivering
significantly better quality of service than it does today.

1.10 Our Strategic Review recognised this and set out proposals to incentivise the whole
industry to bring about real improvements. These include:

1

1

publishing performance tables on quality of service, identifying the best and worst
providers on a range of performance measures so that customers can shop
around with confidence. Our first annual Service Quality Report will be published
shortly;

introducing automatic compensation for consumers affected by poor service
guality. We have published a consultation document seeking stakeholder
comments by 5th June 2017 and our intention is to publish a decision around the
end of the year;

setting more demanding quality of service standards for Openreach and
establishing them in new areas as appropriate;

setting wholesale price controls that stren
long term investments in service quality; and

working with industry where poor coordination is affecting service quality.

1.11 Until relatively recently, we had expected that the requirement for Openreach to
provide equivalent quality of service to all telecoms providers would have incentivised
it to perform to a good standard.

1.12  Although we would have preferred if Openreach itself had delivered high service
quality because of its own focus on customer needs, we are having to step in
because service outcomes are not sufficient to ensure that telecoms providers can
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compete effectively in the retail market and that customers do not suffer harm. This
consultation document sets out our latest thinking in this area. The standards we
propose set a minimum baseline, and we expect BT not just to achieve them, but to
aim beyond them.

1.13 To further incentivise better service performance by Openreach and to help deliver a
real step change in quality, we are also:

I aiming to increase competition to Openreach, e.g. through duct and pole access
(DPA); and

1 ensuring that retail competition focuses on the quality of services, as well as
price, by ensuring that consumers are aware of the quality of service offered by
different providers.

1.14 We believe that such competition, where it is effective, is the best way of driving
quality throughout the telecoms sector.

The need for tougher standards

1.15 In 2014 we introduced quality of service standards requiring Openreach to speed up
broadband and telephone repairs and installations. These rules (the first of their kind
imposed on BT) were intended to address a level of performance that was clearly
unacceptable and restore it to previous levels. If Openreach breaches these rules,
we have the powers to impose material financi
turnover.

1.16 They have driven improved levels of Openreach service but there are several
reasons why further action is now needed:

9 Customer expectations are changing. We now expect more from our
communication services i including better quality of service 1 and this is only
going to increase in future.

1 Openreach has also not performed beyond the necessary minimum in the case of
repairs and has itself recognised that it needs to up its game on service.

1 Openreach capital expenditure has been lower than our forecast over recent
years. While this has not yet led to an increase in faults, continued under-
investment could have very serious consequences, including more frequent
future outages. While we are encouraged by recent Openreach commitments to
invest in the health of its network, there remains a risk that competing priorities
may curtail these plans. We believe that tougher quality of service standards will
incentivise Openreach to invest in its network.

1 The current quality of service standards mean around 20% of repairs are not
completed within one or two working days, while in over 5% of cases consumers
need to wait over five days for their problem to be resolved.

1 The standards also do not apply to fibre to the cabinet (FTTC) superfast
broadband. With more people taking up superfast broadband, there is a risk that,
if Openreach was challenged operationally, it would concentrate on the areas
where targets already exist to the detriment of superfast broadband customers.
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Overview of our proposals

1.17

The proposals are summarised below. Our aim is to incentivise Openreach to
improve the quality of services it delivers to telecoms providers, and through them to
broadband and voice customers, while striking an appropriate balance between

benefits for competition and |canstranisiaed s , Opent

costs.

Approach to fault reduction

1.18

1.19

1.20

1.21

1.22

1.23

Improvements to the reliability of the Openreach network would be beneficial for both
telecoms providers and consumers.

In our work on Cross Platform Switching we estimated the harm caused by a service
being out of action i as well as the hassle of arranging for the fault to be rectified - to
be around £83 per incident.?

We believe that our proposal for more demanding repair standards, set out below,
will provide a strong incentive for Openreach to address the reliability of its network
by increasing its capital expenditure in this area. Between 2014/15 and 2015/16
Openreach did not spend all the capital expenditure we allowed for in the regulated
charges we set in this market, choosing instead to incur higher operational
expenditure. This strategy is, in our view, not sustainable in the medium to longer
term, as it could lead to significant degradation in the network and consumer harm.

We wel come Openreacho6s recently aofmsounced
network, but are not proposing to make any additional capital expenditure allowance

in this review for this investment programme over and above what we consider is
appropriate for the maintenance of an ongoing efficient network providing a good

guality of service.

Fault rates also play an important part when we set wholesale pricing controls. These
controls give BT the opportunity to recover efficiently incurred costs of operating its
network. We are proposing that BT only be allowed to recover maintenance costs
consistent with the faults target it has set itself.

A fuller discussion of how the forecast fault rate interacts with our proposed charge
controls is set out in our 2017 WLA Market Review consultation which we have also
published today.?

Binding quality standards for fault repairs

1.24

1.25

Phone and broadband providers choose a service level which defines how quickly
Openreach commits to carry out fault repairs (either one or two working days of being
notified in most cases).

Under our new proposals, from 2021 Openreach must complete 93% of fault repairs
within one or two working days, depending on the service level the telecoms provider

2 Ofcom, 2016 Making Switching Easier and More Reliable for Consumers.
https://www.ofcom.org.uk/ _data/assets/pdf file/0030/58845/making-switching-easier.pdf.

3 Ofcom, 2017. Wholesale Local Access Market Review. https://www.ofcom.org.uk/consultations-and-
statements/category-1/wholesale-local-access-market-review.

4
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chooses. This is an increase on the current requirement of 80%, which was set when
Openreachés per folowmmance was much

1.26 In addition, we propose a secondary quality standard to protect customers that fall
outside the 93%: Openreach will be required to complete 97% of repairs no later than
six or seven working days, dependent on service level.

Table 1.2: Binding quality standards for repair (WLR, MPF and GEA-FTTC%)

Current Proposed new
standard standard

Nov 2016 to

March 2018 | Year 8(2020/21)

% of repairs to be completed within 1 or 2

working days depending on Service Level (3(7)2//2) (gg?;g)
Adjusted standard for force majeure

% of repairs to be completed within Service

Level timescales + 5 working days (for each n/a 97%

of 1 or 2 working day Service Level (94%)
Adjusted standard for force majeure

1.27 We propose that these quality standards for fault repairs apply to all main phone and
broadband services used by homes and businesses, including fibre to the cabinet
(FTTC) superfast broadband.

1.28 Compliance with these repair standards will be assessed by measuring the combined
performance of wholesale voice and broadband lines. It will also be assessed on a
regional basis to prevent any geographic bias. We have also considered an
appropriate glidepath for Openreach to achieve the repair QoS standards (see
Section 5).

Binding quality standards for installations

1.29 By 2021 connections should be installed on the date agreed between Openreach and
the telecoms provider on 95% of occasions (up from 90% now).

Table 1.3: Binding quality standards for installation date certainty (WLR, MPF and
GEA-FTTC)

Proposed new
standards

Year 3 (2020/21)

Current standard

% of installations to be completed by the
committed date
Adjusted standard for force majeure

4 Generic Ethernet access fibre to the cabinet, or GEA-FTTC, is BT6és whol esale prod
telecomspr ovi ders with access to BTds FTTC network to sup
currently meets its obligation to provide VULA using GEA services.
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1.30 In cases where an engineer visit is needed to install the connection, we propose that
by 2021:

1 Openreach provide an appointment for installations within ten working days of
being notified (currently 12 working days); and

1 Openreach offer a ten working day appointment date 90% of the time rather than
the current 80%.

Table 1.3: Binding quality standards in relation to first available appointment date for
installations requiring an engineer visit (WLR, MPF and GEA-FTTC)

Proposed new
standards

Current standard

Number of working days offered for
installation appointments 12

Frequency with which regulated

installation appointment date must be 80% 90%
offered (79%) (89%)
(Adjusted standard for force majeure)

Year 3 (2020/21)

10

1.31 As with the repair standards, compliance with the installation standards above will be
assessed by measuring the combined performance of wholesale voice and
broadband lines.

1.32 We have also considered an appropriate glidepath for Openreach to achieve the
installation QoS standards (see Section 6).

Transparency requirements

1.33 We also propose that Openreach must continue to provide Ofcom with information on
how it has performed against these standards. This will include detailed information i
such as causes - in those cases where it has failed to hit the required standard.

1.34 Openreach will also have to publish clear, meaningful and transparent information
about how long it is taking to repair faults and install new lines, allowing consumers
to keep track of its performance.

1.35 We propose to modify our key performance indicators (KPIs) requirements, with
some additions, deletions, and simplifications.

Service Level Agreements (SLAs) and Service Level Guarantees (SLGS)

1.36 Currently, when Openreach fails to repair faults in line with its one or two working day
service level agreement, it needs to pay daily compensation to retail telecoms
providers up to a maximum of 60 working days. The evidence we have reviewed
indicates that a material number of faults remain unrepaired after this period. To
ensure the continued effectiveness of these service level guarantee payments, we
are proposing that there should be no caps on the periods over which fixed
compensation is payable. On a similar basis, we propose to remove the cut off period
for installation SLGs. These arise when Openreach fails to install a service on the
date promised.
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1.37 The Office of the Telecommunications Adjudicator should continue to oversee the
industry process for negotiating new or modifications to existing service level
agreements and service level guarantees. We also expect if retail providers need to
pay automatic compensation to customers they would use this process to negotiate
arrangements in instances where responsibility for failure lies with Openreach.

Consultation and next steps
1.38 We invite comments from stakeholders on the proposals in this document. The
consultation runs for ten weeks and the deadline for responses is 9 June 2017.

Annex 1 provides further details of how to respond.

1.39 We aim to publish our conclusions in early 2018.
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Section 2

Background

Introduction

2.1

2.2

Ofcom recently published its wholesale Narrowband Market Review Consultation

(2016 NMR Consultation) and, alongside this document, has published its Wholesale

Local Access Market Review Consultation (March 2017 WLA Consultation). In those

consultations, we propose to make a finding that BT has significant market power

(SMP) in the wholesale fixed analogue exchange line (WFAEL) and wholesale local

access (WLA) markets. To address that market power we are proposing to impose

on BT several obligations, including the requirement for it to provide telecoms

providers with access to B T detworks and services. We have also identified

concerns in relation to BT6s quality of servi
regulation to enable us to set appropriate quality of service standards to ensure that

BT (via Openreach®) delivers fair, reasonable and timely network access. We

therefore proposed direction-making powers that allow us to set quality standards

and reporting requirements for services in these markets. This consultation sets out

our proposals for regulated quality standards to be imposed on BT in these markets

to address its SMP, as well as transparency obligations on BT in relation to its

performance in these markets. We also explain what other steps we consider

Openreach and other telecoms providersc an t ake to i mprove custom
of the broadband and voice services they use.

This section provides context to our proposals, including an overview of current
guality of service regulation applicable to BT and a brief overview of our work in
related areas. We conclude with the regulatory framework and summary of the

structure of this consultation.

Openreach quality of service

2.3

24

2.5

The provision of telecoms services requires multiple parties to coordinate their
activities, although, for the most part, this is invisible to customers. From the

customerper spective, a range of factors deter min
service. For example, sushdémeonsnexpéon ahnh d6al
speeds (in the case of broadband), and without loss of service. If the service

develops a defect, the customer @gadlcebtrepaar i ence

also affect their view of the quality of the service they receive.

When a problem occurs, customers often do not know where it originates, or whether

the root cause lies with their retail provider or a third party. For example, a

customerbé6s experience of fixed broadband can
demand on servers outside the UK, to probl ems |
to the | ocal access network (e.g. -f@omenr eachd:

wiring and WiFi equipment.

Most telecoms providers (except Virgin Media and telecoms providers in the Hull
Area) rely on the access network owned by BT and operated by Openreach, to
deliver their services to end userso6 premise:

5 We note that Openreach does not operate in Northern Ireland, but for simplicity refer to Openreach
throughout as the operator of BTO6s net wor k.

8
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engineers have a significant impact on the quality of service that customers using its
network experience. For the purposes of this consultation we focus on two key facets
of Openreachdés quality of service:

1 Repariwhen a fault originates in Openreachos

providers must engage with Openreach and arrange for it to conduct a repair.
The likelihood of a fault occurring is, in part, determined by how Openreach
maintains its network.

9 Installation T retail telecoms providers require the involvement of Openreach
engineers to provision services, for exampletoinstalnew | i nes to t he
premises, or to switch the customer from one provider to another.

2.6 OQur quality of service remedies relate to
and installing new | ines. I n this iclandi e w,
planned investment in the quality of its network and the implications for fault rates in
the future, as well as steps telecoms providers (including Openreach) are taking to
improve network diagnostics when service problems occur.

What we mean by repairs

2.7 Customers will inevitably experience faults with their communications services from
time to time. A number of these faults can
telecoms providers, but in many cases the telecoms provider will need to arrange for
Openreach to visit the customer to resolve the fault. The wholesale services
purchased by telecoms providers for the delivery of telephone and broadband
services to their customers come with an associated &ervice maintenancel ev el 6
(also referred to as SML, or care level). The SML selected by the telecoms provider
sets the contractual time period by which Openreach should repair faults.

2.8 When renting a wholesale access line to a telecoms provider, Openreach offers
several SMLs which relate to the speed at which it contractually agrees to repair
faults. Essentially, a faster repair time means a more expensive annual rental price.
The five care levels Openreach currently offers are:

1 SML1: Fault clear by 23:59 day after next, Monday to Friday, excluding public
and bank holidays;

9 SML2: Fault clear by 23:59 next day, Monday to Saturday, excluding public and
bank holidays;

9 Business 2 Plus: Prioritised on the day, fault clear by 23:59 next day, Monday to
Saturday, excluding public and bank holidays;

1 SML3: Report by 13:00, fault clear by 23:59 same day. Report after 13:00, fault
clear by 12:59 next day, seven days a week, including public and bank holidays;
and

1 SML4: Fault clear within six hours, any time of day, any day of the year.®

6 Openreach, Fact Sheet: Service Maintenance Levels.
https://www.openreach.co.uk/orpg/home/products/serviceproducts/serviceharmonisation/serviceharm
onisation/downloads/servicemaintenancelevelsfactsheet.pdf [accessed 23 March 2017].

Op ¢
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2.9 Telecoms providers can choose one or more specific SMLs for the services they offer
their customers. The great majority of connections for an access service are provided
at the SML1 and 2 levels and therefore our QoS regulation to date has focused on
these particular care levels.

2.10 Inthe event that defects reported by customers do not appear as faults on the
Openreach network when initial diagnostic tests are carried out by Openreach,
telecoms providers may request an @ut of tarifféservice from Openreach known as
Special Fault Investigation (SF1)’ or Broadband Boost (BBB).8 Openreach will only
levy a charge for these services if the fault is subsequently found to be within the
t el ecoms pruosvtiodneerrééss od’foncai ns. These repairs
scope of the current repair standards.

What we mean by installations

2.11 Residential and business customers order fixed telephone and/or broadband
services from telecoms providers typically when:

1 choosing to switch from one telecoms provider to another;

1 moving from one property or premises to another (where the new property or
premises may or may not have an existing network connection);

9 choosing a new service or package of services (e.g. upgrading from current
generation to superfast broadband); or

i a combination of the above.

2.12 To supply the services ordered by customers, telecoms providers may place orders
with Openreach to install types of fixed line access services which suit their business
operations and enable them to deliver the services their customers want. For
example, a telecoms provider might be providing its customer with fixed telephone
and standard broadband services over a copper line rented from Openreach but

a

using its own electronicequi pment r at her than BTO&s. I f the

superfast broadband service, the telecoms provider could choose to supply this by
renting a fibre access service from Openreach and arranging with it to have this
connection installed for the customer.

2.13 The main wholesale fixed access line products which many telecoms providers rent
from Openreach to provide telephone and broadband services to customers are:

1 Wholesale Line Rental (WLR), which allows telecoms providers to rent telephone
lines on wholesale terms from BT, and resell the lines to customers, providing a

7 SFI, or SFI2, is a chargeable investigation product that attempts to identify and resolve problems

affecting Digital Subscriber Line (DSL) services. They can be initiated by a telecoms provider when an

MPF or SMPF service is apparently working within the LLU contractual specification of SIN349 and is
testingOKonOpenreach | i ne test systems, but there might be
Asymmetric Digital Subscriber Line (ADSL) or Symmetric Digital Subscriber Line (SDSL) service.

8 An Openreach chargeable service that aims to improve the speed, quality and reliability of a

telecoms providerdéds customerés broadband connecti on

A\

covers the customerdés, telecoms providerds and Openr e

resolve issues that RSL service Addittonakvariantsdoussigerfaste r 6
broadband services are also available.

10
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single bill that covers both line rental and, when combined with a wholesale calls
product, voice calls;

1 Metallic Path Facility (MPF), which allows telecoms providers to rent copper
access lines on wholesale terms from BT, and connect the lines to their own
electronic equipment to offer voice and broadband services to customers; and

T Generic Ethernet Access (GEA), BT6s whol esa
providers wi t Hibreenetwoeks (ETTC @and BTTB) to supply higher
speed broadband services.

2.14 For each of the above, we recognise that industry and Openreach use many different
terms to describe order types such as new provides, transfers, and migrations, or
order types which reflect the existence or state of any line to the premises to be
served 1 e.g. new lines, start of stopped lines, and working line takeovers.

215 We refer to all orders for network access as
we do not consider separate or subsequent orders to carry out related work, such as
to change or modify the features or service levels associated with the network access
provided, to be installations for the purposes of this document.

‘N

Regul ation of Openreachdate qual ity of

2.16 The quality standards and reporting requirements currently in place were set in the
2014 Fixed Access Market Review (2014 FAMRJ, and updated in our October and
November 2016 Directions and Consents relating to the minimum standards and
KPIs imposed in the 2014 Fixed Access Market Reviews (tife 2016 Directions and
Consents(.'*'? These decisions are described below.

2014 FAMR

2.17 Inthe 2014 FAMR, Ofcom undertook a review of matters relating to quality of service
delivered by BT (through Openreach) in the supply of regulated wholesale fixed
access services (which included the WFAEL, wholesale ISDN30*3, and wholesale
ISDN2* markets).'® We determined that over several years, from 2009, there had
been a gradual decline in Openreachd performance, particularly in relation to fault
repairs and provisioning of WLR and MPF services. We also concluded that the
prevailing regulatory and contractual framework had not been sufficient to prevent
material detriment to downstream competition in the fixed access markets, arising out
of BTO.s SMP

9 Fibre to the cabinet.

10 Fibre to the premises.

11 https://www.ofcom.org.uk/ _data/assets/pdf file/0032/92678/20161017-Qo0S-Statement Non-
confidential.pdf.

12 https://www.ofcom.org.uk/ _data/assets/pdf file/0016/94300/Further-QoS-Statement.pdf.

13 ISDN30: A digital narrowband access service supporting up to 30 64 Kbit/s channels, which is used
most commonly to provide multiple telephone lines to larger businesses.

“| SDN2: A digital narrowband access service for busin
64 Kbit/s each.

15 https://www.ofcom.org.uk/phones-telecoms-and-internet/information-for-industry/telecoms-
competition-requlation/narrowband-broadband-fixed/fixed-access-market-reviews-2014.

11
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Quality of service standards for WLR and MPF

218 Asaresutof the observed decl,wateokammbBrioftsiepsper f or m:
to incentivise better service quality outcomes. Specifically, we imposed on BT a
number of new SMP obligations, including setting service quality standards covering
provisioning and repair for WLR and MPF, the main copper-based access services.®
In doing so, we were mindful of the potential for unintended consequences and of the
need to be cautious in introducing such SMP regulation for the first time.

2.19 We set QoS standards on how quickly Openreach offered an appointment for
engineering visits for provisions and on the proportion of installations completed by
the contractually agreed date (committed date), each with a fixed 1% allowance for
Local o6Matters Beyond Our (BTo6s) 'Reasonabl e

2.20 Interms of repair, at the time of the FAMR, the majority of WLR lines provided by
Openreach were associated with a service maintenance level 1 (SML1) repair
service level agreement (SLA) 1 typicallya6t wo day 6 r e ptleimajority Me anwh i
of MPF lines were provided at SML27i . e. a 0 o n"eWedlecigdilitwas p ai r
appropriate to align our regulation to these product/SML combinations and set a QoS
standard on the proportion of repairs completed within the contractual SLAs, with a
fixed 3% allowance for Local MBORC events (often referred to as force majeure).

2.21 The provision and repair standards increased over the three-year, forward-look
period of the 2014 FAMR, as summarised by Table 2.1 below:

Table 2.1: Openreach quality standards for WLR and MPF services

QoS standard First year Second Third year
(2014/15) year (2016/17)
(2015/16)

12 day provision appointment availability EESELANEEYS)) 68% (67%) 80% (79%)
Provision completion by Committed Date [ClRZNEILT)] 90% (89%) 90% (89%)

REIEUR T ET RGBS AR EIEE  70% (67%) 75% (72%) 80% (77%)

Note: percentages reflect standards excluding and/ (including) fixed allowances for force majeure
(Local MBORC:S).

Quality of service standards for GEA

2.22 Inthe 2014 FAMR, we did not introduce quality standards for GEA services. At the
time, the take up of GEA services was low and we focused on what we considered to
be the key access products purchased by telecoms providers at that time.*°

16 We imposed these annual standardsineach of Openreachds 10 geographic
London, North East, North Wales & North Midlands, Northern Ireland, Scotland, South East, South

Wales and South Midlands, and Wessex).

17 MBORC means a force majeure event that releases Openreach from the liability to make any

payment under the corresponding SLG. We also allowed BT to make use of what are referred to as

60Hi gh Level MBORC® decl arations within the perfor manc
18 Telecoms providers may purchase different repair packages for their wholesale inputs (WLR, LLU,

VULA, and | SDN) ranging from a 6two dayé repair (SMLI
19 Ofcom, 2014. Fixed Access Market Reviews i Volume 1, (2014 FAMR), paragraphs 11.66-71.
https://www.ofcom.org.uk/ __data/assets/pdf file/0032/78863/volumel.pdf.
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Key performance indicator (KPI) reporting requirements

2.23 In addition to QoS standards for WLR and MPF, the 2014 FAMR directed BT to
report a set of KPIs for WLR, ISDN30, ISDN2, MPF, SMPF?° and GEA (FTTC and
FTTP). This decision increased the range and granularity of the KPIs that BT is
required to report to Ofcom and to industry, thereby allowing us to monitor
Openreachos performance more closely®and, if

2016 Directions and Consents

2.24 In our 2016 Directions and Consents, we implemented new standards based on the
repair of WLR and MPF faults subject to each of SML1 and 2. This was in response
to the decisions of a number of telecoms providers to change the SML associated
with their purchase of WLR or MPF. Without intervention, this would have resulted in
a significant proportion of total WLR and MPF lines falling outside the repair
standards implemented in our 2014 FAMR. To ensure that appropriate standards
continued to apply in these markets, we therefore introduced a single standard for
each of the two care levels that covers both MPF and WLR.

2.25 In addition, we removed the expiry dates for all WLR and MPF standard obligations
and replaced these with an ongoing obligation to ensure that the standards remain in
force until a new market review decision is published or until they are revoked,
whichever is first. The 2016 Directions and Consents also amended some of the
existing KPI requirements applying to MPF.

Quality of service regulation for Ethernet leased lines in 2016

2.26 Inthe 2016 Business Connectivity Market Review (BCMR),?? we found that BT had
SMP in the wholesale provision of Ethernet services in several UK areas,? and that
BTO0s quality of service i ncceptabevArodisiomigg t hose s«
performance since 2011 had deteriorated and showed little sign of sustained
improvement. We also found that, whilet he qual ity of BT6&s repairs
was broadly acceptable, this too could deteriorate if BT were to divert resources to
improve service quality for provision.

2.27  We therefore imposed two sets of new obligations on BT to ensure that it has
appropriate incentives to improve quality in its provision of wholesale Ethernet leased
line services, while also not degrading its repair performance:

20 Shared Metallic Path Facility (SMPF) is the provision of access to the copper wires from the
cust omer O stoaBT MDH theteakbows a competing provider to provide the customer with
broadband services, while BT continues to provide the customer with conventional narrowband
communications.

21 A subset of these KPIs (specifically in relation to the installation of new lines, repair of faults, and
late installations and fault repairs) must be published with unrestricted access on a BT Group website
every three months, within 14 working days of the end of that three-mont h peri od. See fiHomMme
smal | er b uhdps:mevs.somsaddwork.openreach.co.uk/OurResponsibilities/our-
performance.aspx [accessed 15 March].

22 Ofcom, 2016. Business Connectivity Market Review.

https://www.ofcom.org.uk/ _data/assets/pdf file/0015/72303/bcmr-final-statement-volume-one.pdf.
23 We also found that KCOM had SMP in the Hull Area for the provision of Ethernet services at the
wholesale and retail levels, but did not impose QoS standards on KCOM.
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T First, a QoS standard of certainty of delivery date which requires BT to improve
on its current performance, reaching 90% by the end of the market review period
(2018/19).

1 Second, we imposed QoS standards on provision lead-times and for fault repair.
The standards require BT to deliver improvements in its provision lead-times over
the first two years of the review period. The second and third year standards
were set as a target Omean ti mgercentle provi deb
limit of at least 40% of provisions delivered within 29 working days, and an upper
limit of no more than 3% of provisions delivered in 118 or more working days. For
repair, we required BT to maintain at least its current repair performance
throughout the review period (i.e. to fix 94% of faults within five hours).

2.28 We further required BT to provide specified KPIs for its main Ethernet services and to
offer the same service level agreements and guarantees (SLAs/SLGs) as we had
previously directed until it negotiates with the industry a new set of SLAs/SLGs based
on the new provisioning process that is being introduced.

Strategic Review of Digital Communications

2.29 In 2016 we published our Strategic Review of Digital Communications ( Sirategic
Reviewd, which set out our strategy for delivering a step change in quality of service
in the light of the rising expectations of customers and businesses. Regarding
Openr each©és s eerexplained thaj weshhve hag to intarvene more
actively over time because Openreach is subject to limited competitive pressure at
the wholesale level.

2.30 We stated that we intended to take the following steps to drive a step change in
Openreachés service performance, including t «

1 set standards at a level designed to ensure effective competition i so that
Openreach6s s er \measdhe peeds 6f oustomens and businesses
I rather than at a level intended only to return performance to historical levels.
Over time we expect to apply standards that rise significantly;

91 specify standards that protect customers from being left without service for
extended periods (i.e. standards that control long tails of incomplete orders); and

1 apply standards to cover new aspects of service where we have concerns.

Proposed SMP conditions for WLR, MPF and GEA in 2016 and 2017

2.31 Inthe 2016 NMR Consultation and March 2017 WLA Consultation we set out our
provisional findings that BT has SMP in the markets for:

1 the supply of copper loop-based, cable-based, and fibre-based wholesale local
access at a fixed location in the United Kingdom excluding the Hull Area; and

1 wholesale fixed analogue exchange line services in the United Kingdom
excluding the Hull Area.?*

24 The Narrowband Market Review also found BT had SMP in the wholesale ISDN30 and ISDN2
markets in the UK excluding the Hull Area.
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2.33

2.34

2.35

Quality of Service Remedies

The different wholesale access services that form part of the WLA and WFAEL
markets are purchased by telecoms providers to deliver voice and broadband
services to customers. The quality of these services therefore forms an important
part of the customer experience of communications services over the Openreach
network and is an influence on the effectiveness of competition between telecoms
providers.

We refer to these markets together as dhe wholesale fixed access marketséunless
specified otherwise. In these consultations, we proposed a set of SMP remedies
which, amongst other things, would require BT to:

9 provide general and specific forms of wholesale network access such as WLR,
Local Loop Unbundling (LLU)% and Virtual Unbundled Local Access (VULA)?%;

9 provide network access on non-discriminatory terms and prices (in particular on
an equivalence of inputs (EOI) basis); and

9 to publish Reference Offers which set out the terms and conditions of network
access, including SLAs and SLGs.

We also identified the concern that, absent regulation, BT does not have the right
incentives to continuously deliver an adequate level of service quality in relation to
network access. We set out our view that inadequate quality of service delivered by
BT has the potential to undermine the effective functioning of the network access
remedy to the detriment of both consumers and downstream competition. Issues with
guality of service also have the potential to adversely affect telecoms providers and
the intensity of competition in the retail market by, among other things, discouraging
switching. Along with the remedies listed above, we therefore proposed to set SMP
conditions requiring BT to comply with all such QoS standards and reporting
requirements as Ofcom may from time to time direct in relation to the wholesale fixed
access markets.

The 2016 NMR Consultation closed on 29 March 2017, while the March 2017 WLA
Consultation will close on 9 June 2017.

Other Ofcom projects on quality of service in fixed telecoms

2.36

In addition to the proposals described above, Ofcom is pursuing two other quality-
related projects are described briefly below.

Automatic compensation

2.37

2.38

Electronic communicationsarebecomi ng an increasingly
lives, and when things go wrong customers suffer harm. We are concerned that the
market is not delivering sufficient protection to customers for failure in the quality of
service that they receive.

We have therefore recently consulted on proposals that telecoms providers should
pay compensation automatically to customers when things go wrong with their

25 To meet this obligation Openreach provides two types of LLU service, MPF and SMPF.
26 To meet this obligation Openreach provides Generic Ethernet Access (GEA) services.
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landline and/or broadband services,?’ including delayed repair when a customer
experiences a complete loss of service, a delay in the activation of a service, and
missed engineer appointments. The consultation is relevant for residential
customers, as well as for some microbusinesses who use residential products.

Service Quality reports

2.39 Further, Ofcom will soon publish its first annual report on Service Quality. The report
will show how telecoms providers compare on a range of measures of network
performance and customer service. By providing clear and accessible information on
how providers differ in terms of service quality, Ofcom expects the report to help
consumers make more informed decisions about the services they choose. In turn,
we expect this to act as an incentive for providers to raise their standards.

Regulatory framework

2.40 This consultation sets out our proposals to make specific directions under the SMP
conditions that we have proposed to impose as part of our 2016 NMR Consultation
and the March 2017 WLA Consultation in order
consultation we are also proposing to make some consequential amendments to the
SMP conditonswe proposed as part of the 2016 NMR C
and powers in relation to the carrying out of market reviews and the analytical
framework that it applies are set out in 2016 NMR Consultation Section 2 and
Annexes 10 and 11 and the March 2017 WLA Consultation Volume 1, Section 2 and
Annexes 5 and 6.

Impact Assessment and Equality Impact Assessment

2.41 The analysis presented in this document constitutes an impact assessment as
defined in section 7 of the Act.

2.42 Impact assessments provide a valuable way of assessing the options for regulation
and showing why the chosen option was preferred. They form part of best practice
policy-making. This is reflected in section 7 of the Act, which means that, generally,
we have to carry out impact assessments in cases where our conclusions would be
likely to have a significant effect on businesses or the general public, or where there
is a major change in Ofcom's activities. However, as a matter of policy Ofcom is
committed to carrying out impact assessments in relation to the great majority of our
policy decisions.?®

2.43 Ofcom is required by statute to assess the potential impact of all our functions,
policies, projects and practices on race, disability and gender equality. EIAs also
assist us in making sure that we are meeting our principle duty of furthering the
interests of citizens and consumers regardless of their background or identity. Annex
12 of the 2016 NMR Consultation and in Annex 7 of the March 2017 WLA
Consultation set out our EIAs in relation to our proposals.

27 Ofcom, 2017. Automatic Compensation: Protecting consumers from quality of service problems i

Consultaton( 62017 Automatic Comp.ensation Consultationd)
https://www.ofcom.org.uk/ _data/assets/pdf file/0030/98706/automatic-compensation-

consultation.pdf.

28 For further information, see Ofcom, 2005.Bet t er Pol i cy Making: Ofcomb6s app
Assessment, https://www.ofcom.org.uk/ data/assets/pdf file/0029/45596/condoc.pdf.
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Structure of this consultation

2.44  This consultation begins by outlining our approach to QoS remedies (Section 3),

2.45

which describes how we have identified the scope of our regulation and the analytical
approach we have taken in reaching our proposals. We then provide:

1 an overview of market developments and our proposals in relation to fault rates
(Section 4);

proposals for regulating BTO6s service

(@}

proposals for regul ating BTO ss(Sedaon®) c e

=A = =4

proposed transparency obligations (Section 7); and
1 proposed remedies and legal tests (Section 8).

In addition, throughout this document we rely on information presented in the
following Annexes:

1 we set out our proposals for forecast fault rates (Annex 5);
1 we provide a detailed review of Openreach service performance (Annex 6);

1 we describe our approach to estimating the impact on Openreach resources of
requiring higher service standards (Annex 7); and

1 we include a report from our external advisors Analysys Mason on the design of
the cost model (Resource Performance Model) we have used to estimate the
resource impact noted above (Annex 8).

Disclosure of the Resource Performance model

2.46

We have developed, in collaboration with our external advisors Analysys Mason, a
Resource Performance Model that estimates the installation and repair performance
for a given size of field engineering force and installation and repair workload. We
plan to make this Resource Performance Model available on request in the near
future. Further details of the model and the computing environment required to run it
may be found at the end of Annex 7 Resource implications of proposed performance
standards.
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Section 3

Approach to regulating quality of service

Introduction

3.1 In this section, we explainwhyi t i s necessary toquaiteaul ate Ope
service for fixed voice and broadband services. We then outline our proposed
approach to regulating quality. We set out our provisional view that:

1 service standardss houl d be our main tool to regul ate
service, but there is a continuing role for SLAs, SLG payments, and transparency
obligations;

1 service standards should apply to installation and repair times of WLR, MPF and
GEA-FTTC services; and

1 in setting the level of the standards, we will take into account the following
considerations: (i) impact on customers and competition, with a focus on
providing certainty; (i) Op e n r e aperatibnsl capabilities; and (iii) costs to
customers and telecoms providers.

The need to regulate for quality of service

3.2 We have provisionally found that BT has SMP in the wholesale fixed access markets
(see 2016 NMR Consultation and March 2017 WLA Consultation) and that it is
necessary to regulate access to BT6s networ Kk
problems.

3.3 One of the consequences of BT having SMP is that it may not provide the quality of
service that customers require. In competitive markets, the ability of customers to
switch providers creates a signal for those telecoms providers to choose a cost-
quality trade-off that will suit its customers. However, in the case of the wholesale
fixed access markets, Openreach is unlikely to receive such signals, as customers
generally cannot switch to alternative networks. Moreover, the lack of competitive
pressure may result in Openreach having little incentive to innovate to find ways of
improving quality of service. In addition, there is the potential for discrimination issues
if Openreach were to provide BT divisions with better quality of service than it
provides to other (non-BT Group) telecoms providers.

3.4 As set out in our March 2017 WLA Consultation, the negative effects on customers of
inadequate quality of service delivered by Openreach include a greater number of
faults, slow resolution of those faults and frustration resulting from long delays to the
installation of fixed broadband and voice services. Inadequate Openreach quality of
service also has the potential to undermine the effective functioning of the network
access remedy due to the negative impacts on retail competition by, among other
things, affecting switching behaviour. For example, long or uncertain waiting times for
a provision or repair may discourage switching with consequent implications for retalil
competition.

3.5 Therefore, as part of the wholesale fixed access market reviews, we consider that

regulation of quality of service is needed to deliver the quality customers require and
ensure that the network access remedy facilitates effective downstream competition.
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Tools for regulating Openreach quality of service

3.6

3.7

In broad terms, we have used three tools to encourage Openreach to provide an
appropriate level of quality of service. These are transparency measures, SLAs/SLGs
and regulatory quality standards. Below, we set out our proposed approach to using
each of these tools in the forthcoming review.

In addition, we expected that the requirement that BT provide access to its network
on an Equivalence of Inputs (EOI)?® basis would lead to the quality demands of BT

di visions being replicated for all ,@@enreachi

have found Openreachdés performance to

Transparency measures

3.8

3.9

3.10

3.11

As set out in Volume 1, Section 3 of our WLA Consultation, BT, as a vertically
integrated operator, has the ability and incentive to favour its own retail businesses
by offering more favourable terms which would give it a competitive advantage over
other telecoms providers and have a material adverse effect on competition. This
discrimination could take the form of variations in quality of service - for example,
Openreach could repair faults for BT Consumer more quickly than for external
telecoms providers. Transparency measures, such as the obligation to disclose
detailed Key Performance Indicators (KPIs), can help ensure that network access is
provided on fair and reasonable terms by making it easier to identify such
discrimination.

The disclosure of detailed KPI data to Ofcom also allows us to monitor important
aspects of Openreachbés service closely
This means we can assess performance for the services and quality aspects that will
be subject to the quality standards. We can also monitor performance for services
and quality aspects outside the scope of the quality standards, encouraging
Openreach to focus on delivering on all its quality on a wide range of features (not
only those covered by standards). This means we can detect potential concerns early
and react quickly by, for example, using direction making powers to set additional
regulation.

In the 2014 FAMR, we required Openreach to provide Ofcom with a number of KPIs
and to publicly disclose a subset of those. This helps transparency by allowing all
interested parties to understand the underlying service that telecoms providers are
receiving. It also helps avoid differences in service quality between providers that rely
on the same Openreach wholesale services.

While KPIs can be used to resolve information asymmetries and to observe trends in
performance, on their own they are unlikely to be sufficient to prevent a dominant
operator from exploiting its SMP by, for example, providing inadequate quality of
service. Therefore, we also consider other regulatory measures are also necessary.

SLAS/SLGs

3.12

be equi

Service Level Agreements (SLAs)s et out Openreachdés commitmen

services to an agreed quality, e.g. the target time to undertake a repair or installation.

29 EOI means that Openreach must provide exactly the same products and services to all telecoms
providers (including its own downstream divisions) on the same timescales, terms and conditions
(including price and service levels), by means of the same systems and processes and by providing
the same information.

19



Quality of Service Remedies

Service Level Guarantees (SLGs) specify the level of compensation that the
telecoms provider would be entitled to should the service not be provided to the
quality specified in the SLA, e.qg. if delivery of the service was late. They are intended
to reflect a pre-estimate of the average costs to a telecoms provider of breaches of
the quality obligations specified in the SLAs. SLAs and SLGs are set in contracts
agreed between Openreach and telecoms providers but can be influenced by
regulation.

313 We have reviewed our policy in relation to wl
contracts for providing regulated wholesale network access services should be
capped. We previously considered this question in some detail in 2008 when we
looked at whether Openreach SLAs and SLGs were set appropriately to ensure that
Openreach has the incentive to provision and repair services promptly.°

3.14 Compensation caps are intended to limit liability in any given case and therefore
compensate the supplied party to the level specified. The commercial practice for
suppliers to limit their exposure by capping the amount of compensation that they
would contractually be obliged to pay in the event of service failure is not uncommon,
however some commercial contracts do include open-ended arrangements. We have
approached the issue of capping compensation in different ways in the past and
maintain the conclusion we reached in 2008, that it is not appropriate to adopt a
general principle as regards the appropriateness of compensation caps but to
consider the particular circumstances.

3.15 Inthis review of key wholesale services which underpin the mass market supply of
fixed voice and/ or broadband services of inct
lives, we consider that the justification for retaining caps on compensation is weak,
even where these caps are set to only capture the most extreme cases. The fact that
compensation ceases once the cap is reached seems unlikely to reflect telecom
providersd | osses aeeaxpectatoednynue inaréasirg ontilMhe g ht b
service failure is rectified. The incentive properties to install or repair services
thereafter diminish leaving a proportionally small but still a significant number of
customers vulnerable to very long delays. In Sections 5 and 6 we examine the
proportions and numbers of repair and installations which remain outstanding beyond
the current 60 day cap on compensation.

3.16  Prior to 2014, we relied on SLAs/SLGs (in addition to the regulatory obligations of
transparency measures and EOI) to ensure Openreach provided adequate quality of
service. However, in the 2014 FAMR we decided that these measures on their own
did not provide Openreach with sufficient incentives to maintain adequate levels of
guality. In particular, we said that given the cost of maintaining a workforce to meet
reasonable contingency levels, it was not apparent that SLG payments could be set
at a level that would, on their own, ensure appropriate service standards.?!

3.17 Inthe coming review period, we are separately proposing to introduce an obligation
for telecoms providers to pay customers compensation for service failures associated
with broadband and voice installation and repairs (automatic compensation)®?. We
expectthat,induecour s e, Op e n rsevid aldo Begd tdcover the costs to

30 Ofcom, 2008. Service Level Guarantees: incentivising performance.
https://www.ofcom.org.uk/consultations-and-statements/category-2/slg.
31 Ofcom, 2014. FAMR Statement, paragraphs 11.32-36.

32 Ofcom, 2017. Automatic Compensation Consultation.
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3.18

3.19
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telecoms providers of paying automatic compensation due to Openreach network
failures.

Automatic compensation could influenceOpenr eachos | nc eetteri ves t o
guality for two reasons. First, if SLG payments increase the financial penalties to

Openreach of not providing quality would be higher. In addition, BT Group level

incentives to provide high-quality service should increase, as low quality on the

Openreach network could feed through to automatic compensation being paid by

BTdés retail di visions.

At this stage the introduction of retail automatic compensation is under consultation

and its impact on SLGs is yet to be seen. For instance, possible changes to the

SLA/SLG regime may only come into force midway through the review period, as

there is a proposed implementation period of 12 months from the date of the

statement®*Inaddi ti on, the degree to which higher ¢
remains uncertain.

Quality standards

3.20

3.21

3.22

3.23

Whereas SLGs are an obligation for Openreach to pay compensation to telecoms
providers at the individual activity level (e.g. for each repair or provision where
Openreach has not met the SLA), quality standards applyt o Openr eachds
performance at the aggregate level over a defined period with the aim of ensuring

that quality is maintained at a sufficiently high level to prevent material detriment to
competition and customers.

In the 2014 FAMR Statement, we concluded that such standards were necessary to

bring about i mprovements in Openreachos qual i
network access remedy from being undermined. Openreach risked exposure to

significant financial penalties and reputational damage if it failed to meet the

standards. We note that these have been effective in stabilisingOpenr eachds qual
performance, although repair performance has not yet returned to 2009/10 levels.

However, we also expected Openreach to significantly exceed the standards, but in

the case of repairs, this did not happen. This suggests that other regulation such as

SLGs and transparency measures have had a limited effect in providing Openreach

with incentives to perform beyond the standards. There is therefore a risk that

Openreach will seek to perform only at the level of the standard set, such that it

becomes a 6ceilingdé f ocar opdrofoorréma nAcse ,d irsactuhsesre df
proposed automatic compensation regime may il
outperform the standards, but there is still uncertainty about this.

A further benefit of quality standards is that if they are set at a sufficiently demanding
level they give telecoms providers certainty about the level of quality they can expect
from Openreach. This contrasts with the SLA/SLG regime, which provides
compensation if a specific installation or repair is not dealt with in a timely manner,
but gives little assurance to telecoms providers over what will actually be achieved.
We believe that certainty over the speed of repairs and installations plays an
important role in the functioning of retail competition. It allows telecoms providers to
plan their strategies for delivering retail services and differentiating their products
effectively. We consider the role of certainty further when we consider the
appropriate level of standards below.

33 Ofcom, 2017. Automatic Compensation Consultation, page 74.
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Provisional conclusion on tools to regulate Openreach quality of service

3.24 Transparency measures, SLAs/SLGs and quality standards serve different purposes
but work in a complementary way. Quality standards provide a high degree of
certainty over the aggregate level of service Openreach will achieve, and have
proven effective at raising standards. KPIs help us monitor compliance with these
standards and SLGs will provide compensation for individual Openreach service
failures.

3.25 However, given that Openreach has not performed significantly beyond the 2014
quality standards in relation to repair in particular, and given the importance we
attach to certainty in providing quality, in considering the balance between standards
and other regulatory measures, we propose to place more weight on the role of
standards.

3.26 We therefore intend to use quality standards as our primary tool for driving
Openreach performance improvement.

Proposed scope of quality standards

3.27 This sub-section considers the appropriate scope for quality standards. First we
consider the Openreach services to which we think the quality standards should
apply. Second, we consider the quality features that should be covered by the quality
standards.

Services covered by the proposed standards

3.28 Inthe 2014 FAMR we applied minimum standards to WLR and MPF services, but did
not apply them to Openreachods superfast br oaf
because WLR and MPF services had been the focus of the concerns raised at the
time and, because these copper-only based services were the highest volume
services, so we concluded that they were likely to have the greatest impact on
competition and customers more generally.

3.29 GEA has now developed into one of the core groups of services supplied by
Openreach. The total number of GEA lines is now 7.25m (up from 3.23m at the start
of the 2014 FAMR reporting period), and we understand that the installation and
maintenance of these lines will be a key driver of engineering resource for
Openreach over the next review period. Therefore, the quality of service delivered by
Openreach for GEA services is now likely to have a significantly greater impact on
the customer experience and will play an important role in the functioning of retalil
competition.

3.30 GEA is currently available in two variants: Fibre to the Cabinet (FTTC) and Fibre to
the Premises (FTTP). FTTC represents the majority of GEA lines (about 1% of GEA
lines were using GEA-FTTP at the end of 2016). Given the low volumes of FTTP we
only propose to apply QoS standards to the FTTC variant of GEA.

3.31 We therefore propose that the quality standards for the next three years should apply
to GEA-FTTC services as well as to WLR and MPF services. We consider that these
proposals are consistent with our legal duties, specifically that WLR, MPF and GEA-
FTTC are key services supporting network access.
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Features covered by the proposed standards

3.32 In our Strategic Review, we received extensive responses from consumer groups,

industry bodiesand t el ecoms providers expressing

performance across several quality of service issues, including faults, repair times
and installation times. Below, we consider these issues and their likely effects on
customers, telecoms providers and retail competition.

Fault occurrence

3.33 As highlighted in several Ofcom studies, broadband services are increasingly viewed
as a hecessity by consumers and businesses. For instance, the 2016 Jigsaw focus
group research found that many consumers and businesses view broadband as
central to their home and work lives.3* This is further illustrated by the 2017 Jigsaw
survey which found that 66% of residential consumers believe their households
would struggle to function without broadband and another 23% stating that they could
only function without it for a limited period.3 ¢

3.34 This suggests the loss of service when a fault occurs has the potential to cause
considerable harm. For customers, there can be a range of harmful effects that differ
depending on the precise nature of a fault. In addition to the unavailability of a
service, there is the time spent reporting a failure as well as anxiety, frustration and
distress they may experience due to the disruption to their daily activities. The
possible types of harm are detailed in our consultation on Retail automatic
compensation®” and are summarised below in Table 3.1.

34 Jigsaw Research, 2016. Quality of Service in telecoms: Residential consumer and SME
experiences of quality of service in fixed line, broadband and mobile telecoms, page 13,
https://www.ofcom.org.uk/ _data/assets/pdf file/0025/78370/jigsaw_quality of service in_telecoms.
pdf.

35 Jigsaw Research, 2017. Automatic compensation: Consumer experience of provisioning delays,
loss of service and missed appointments: Presentation of quantitative findings, Slide 16,
https://www.ofcom.org.uk/ _data/assets/pdf file/0026/98711/automatic-compensation-jigsaw-
report.pdf.

36 Similarly, 59% of SMEs stated that their businesses would struggle to function without a broadband
service, while 25% stated that their business could only manage for a limited period without it 7 Jigsaw
2017, Slide 72.

37 Ofcom, 2017. Automatic Compensation, Annex 4.
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Table 3.1: Types of harm that can result from a loss of broadband

Type of harm Description

Denied use of a This is harm due to the denied use and enjoyment of a
eollanitaliectifel s sicatiles service that customers expected to have and the telecoms
provider had committed to providing.

Costs of alternative When customers are unable to use their first choice of
services communications service they may seek an alternative to use
during this period of unavailability. Some customers may
already possess an alternative (e.g. a smartphone with a
contract for minutes and data), whereas others may incur
financial costs to get an alternative (e.g. use an internet café,
purchase a dongle, or increase their bundle of mobile data).

Disruption in a This is where a loss of service requires customers to

e RSl e el G rearrange their activities in a way which is overall detrimental
schedule to them. For example, a loss of service may prevent
customers from being able to work or study from home.

LnERER e RE el Sy o iAW hen a fault occurs, customers will need to spend time and
rectify the failure effort to rectify the situation. This may include trying to fix the
problem themselves (e.g. resetting a router), as well as
reporting the issue to their providers and to follow-up on
providersd responses (typica

VEE LR d Tyl Riln=l For a fault to be repaired, customers often need to stay at
home to grant access to an engineer. This may result in
harm if customers are not able to carry out other activities
while they are waiting.

Stress and anxiety Customers are likely to experience annoyance, frustration,
distress or anxiety if the communication service they were
expecting to receive from their communications providers
does not meet the expected standards.

3.35 In our recent consultation on automatic compensation we estimated that the harm to
customers from loss of service is worth £10 per day.*® These estimates are based on
consumer survey evidence, as well as a range of other evidence such as current
compensation levels and selected sectoral and international benchmarks. While the
evidence suggests a wide range of possible values for the harm due to loss of
service, the magnitude of the estimates indicate that faults can lead to considerable
customer harm.

336 Faults can also |l ead to harm due to the i mpact
This harm can include the costs to telecoms providers of liaising with and
compensating customers when a fault occurs. In addition, faults have the potential to
undermine a telecoms providero6s brand i mage &
harm may result from faults on the Openreach network, as well as from faults on the
tel ecoms pr ovi dé smnécustomers mag incarcectik atribute
Openreach service issues to telecoms providers because the delineation between
the responsibilities of telecoms providers and Openreach may not be obvious.
Telecoms providers have highlighted the key role of reliability in meeting their

38 Ofcom, 2017, Automatic Compensation, para A4.63
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customersé expectations. For exampl e, BT Con:
suggests customers expect broadband/ internets er vi ces t hadtwhila!l ways w
Sky considers that reliability and service are key needs and pain points that affect
customerso HKrand choice

3.37 Openreach network faults also have the potential to harm retail competition due to its
effects on switching. As shown in Figure 3.2 below, the 2017 Jigsaw survey found
that, when choosing a broadband provider, reliability was the third most important
factor for residential customers (after price and broadband speed) and was the
second most important factor for small and medium sized enterprises (SMEs) (after
price). Harm to retail competition may occur if customers who have experienced an
Openreach fault decide to switch based on the mistaken belief that the fault would
not have occurred with another telecoms provider, i.e. it may lead to customers
choosing the services that do not best meet their needs, and impose losses on
telecoms providers over which they have no control.

Figure 3.2: 2017 Jigsaw survey i main factors that influenced choice of broadband
provider (Slide 18 for residential and Slide 76 for SMES)

Residential SMEs

62% Price 51%

Reliabilty

Price
Broadband speed

Reliabilty Trusted brand

Bundled with other services Broadband speed

Trusted brand Custaomer service

Customer service Bundled with other services

Only ane available in area at
time

Only one available in area at
time

Speed of installation Responsiveness to faults

Responsivenass to faults Speed of installation

Can't remember Other

Can't remember

C2a/b/c Thinking back to when you chose your (service), what were the main factors that influenced your choice of
provider?

Repair Timescales

3.38 The length of time taken to restore service (i.e. the repair time), as well as fault rates,
have a significant impact on customers and competition. This is supported by the
2017 Jigsaw survey which indicated that, although overall the majority (54%) of
customers who had a loss of servicewer e satisfied with their te
ability to resolve the problem, dissatisfaction increased considerably as the length of

¥BT Group presentation received by Ofcom on 16 Novemt
Fibre Strategyi GPLC( 14) 680, Sl ide 11, s*WRAc.435regudstafOctolers ponse t
2015.

40 Sky presentation of 9t June 2016, ®com Qo S ,QGlEde4. i ng o
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time to restore service increased. This is shown in Figure 3.3 below, where around

10% of respondents said that they were dissatisfied with their service being restored

up to one day after first notifying their provider. This figure rose to 79% when the

service took more than three days after notifying the provider for it to be restored.

These findings are consistent with the 2016 Jigsaw focus group research which

found that how long it takes to resolve quality of service issues has a major bearing

on customerso6 overall pérceptions of the expe

Figure 3.3: 2017 Jigsaw survey 1 Satisfaction with provider ability to resolve loss of
service, by how long it took for your service to be restored after first notifying the
provider (Slide 36)*

Total “satisfied” 54% 76% 65% 13%
I i/
i i 10%
m Very satisfied 34% 8%
Fairly satisfied 37% 22%
49%
Neither/nor 43%
12%
Fairly dissatisfied 10% 10%
14% L8
m Very dissatisfied 20%
ry ;
4%
Loss of Service Up to 1 day 1-3 days More than 3 days

F6 Overall, how satisfied or dissatisfied were you with the length of time it took your provider to resolve your loss of
service for your (service), usitfee following scal@

3.39 The survey evidence indicates that there is some willingness to pay for faster repair
times than the times that are currently being provided. The 2017 Jigsaw survey found
that 44% of residential customers said they were willing to pay a one-off payment of
£5 to have service restored in one day instead of two days.** However, the evidence
also suggests a broad range of preferences among customers, with some customers
being willing to accept a lower bill in return for a slower repair time. For example, the
2017 Jigsaw survey found that 50% of residential customers are willing to accept a
repair within three days (instead of two days) for £5 off the next bill.**

Installation issues and timescales

3.40 Interms of installations, issues such as prolonged lead times and missed or
postponed engineer appointments have the potential to result in negative
experiences for consumers. These range from annoyance due to delays to more
serious emotional consequences and disruption when customers are left without
working services and/or when they need to get directly involved in sorting out issues
(e.g. contacting their telecoms provider to reschedule an engineer visit).*®

41 Jigsaw Research, 2016, Section 4.2

2The 4% under | oss of service refers to those that ha
43 Jigsaw Research, 2017, Slide 124.

44 Jigsaw Research, 2017, Slide 124.

45 Jigsaw Research, 2016, Section 5.1
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3.41 Problems during the installation process can also have negative effects on telecoms
providers and competition. For example, in response to our Strategic Review,
telecoms providers highlighted the concern that lengthy Openreach installations can
result in customers being reluctant to switch providers and consequently not
purchasing services that best meet their needs. Sky, for example, argued that
lengthy installations can result in customers cancelling switches that are already in
progress, choosing not to switch when informed of provisioning lead times, or being
deterred from initiating a switch due to a previous bad experience.*®

3.42 The 2017 Jigsaw survey indicates that most residential customers consider a wait of
up to seven days for an installation appointment to be reasonable and a wait of ten
days or more to be unacceptable (see Figure 3.4 below). These findings suggest
that, where installations are taking ten days or more, dissatisfaction is higher and
more customers may reconsider their switching decisions, e.g. abandoning their
switch altogether or deciding to switch to another provider.

Figure 3.4: Customer expectations for installation appointment times for a new fixed
line broadband service or landline service (calendar days) (Slide 121)

Reasonable wait time Unacceptable wait time
Zero | 0% Zero | 0%
One B One § 2%
Two Two [l 6%
Three Three Bl 7%
Four 5% Four B 4%
Five 11% Five il 6%
Six § 1% Six § 2%
Seven Seven R 19%
Eight | 0% Eight Bl 7%
Nine | 0% Mine | 1%
10 or more 10 ormore N 450
Mean=5.4 Mean=11.3
Median= 5.0 Median= 8.0

C1/C1h Please think back to when you experienced [E1a] for [fixed line/BB]. How long do ydturtbirld have been
reasonable to wait until the first suitable appointment for an engineer to visit? Reasdrdd®s not have to mean your
Gdealsituation, but one that would be generally satisfactory to you. Please give your answer in terms of cdgrsdaz?2
And what would be an unacceptable length of time to wait? Please give your answer in terms of calendaedays
landline/broadband installation

3.43 The consumer research we have gathered indicates that some customers would be
willing to pay to receive a faster installation i the 2017 Jigsaw survey*’ found that
36% of customers would pay £5 more to receive an installation within ten days rather
than within 12 days. However, as with repair times, other customers are more price

46 Sky first response to our Strategic Review, paragraphs 46-49.
https://www.ofcom.org.uk/ _data/assets/pdf file/0024/52287/sky.pdf.
47 Jigsaw Research, 2017, slide 122.
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sensitive with a similar proportion (41%) stating they would accept an installation
within 14 days instead of 12 in return for £5 off their next bill.

Proposal for quality features subject to standards

3.44 We consider it appropriate to continue to set standards on repair times. The
discussion above highlights the importance of repair times to customers and
telecoms providers. Moreover, repair standards have proven effective in raising
Openr eachdés performance on repair times. They
easily measurable 7 it is clear to industry and to Ofcom what constitutes success and
failure, and there are precedents to follow when assessing the costs to Openreach of
increasing performance.

3.45 Based on the evidence summarised above, fault prevention is also likely to be a key
issue for consumers and competition. A possible regulatory response might be to
apply standards to the level of faults. We believe, however, that given our
competition concerns relating to network access, even with a control on fault rates,
we would need regulation that protects customers from waiting for an excessive time
for Openreach to repair faults. We believe the standards we propose for repairs
create a strong incentive to reduce the overall level of faults, supported by our
proposals to reduce the allowance for repair activity in the charge control, which we
set out in Section 4. This is because we believe one cost effective way for
Openreach to meet the provision and repair quality standards would be through
saving costs by reducing fault rates. The current minimum standards may already
have height ened Openr eachoés f o lowingmur Stfatagicl t pr even
Review, Openreach initiatedi t s 6énet wor k healthé programme,
annual fault rate from 11% by at least 10% i i.e. to less than 9.9%.

3.46  Furthermore, it may not be possible to set an effective control on faults, due to the
following factors:

9 Assessing the costs of quality standards on faults may require us to identify
exactly how Openreach should target its network investments to achieve an
optimal quality outcome. This would be challenging without detailed knowledge of
the health of Openreachds network, which is
of a market review process.

1 There may be challenges in measuring compliance with standards on faults. Due
to the wide range of issues that can lead to faults (as set out in Section 4), there
may be asymmetries in information between Openreach and telecoms providers
as to the nature and source of faults. Thus, detailed investigations may be
required to determine whether a fault has occurred and whether the source of the
fault is on the Openreach network or lies within the area of the telecoms

A

providero6s responsibility.

T Op e nr e pastipdifarmance indicates that faults are highly sensitive to
exogenous factors such as weather. This means that it may be necessary to set
the levels of fault standards using wide ranges or by including a large force
majeure allowance. Considering such factors therefore risks designing standards
that are so broad that they would not exert a meaningful level of control on
Openreachés performance or that may include
exceptions.

3.47 Inthe light of this and the implementation challenges set out above, we are not
proposing to impose a further standard on fault rates. In reaching this view, we have
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considered the expected impact of the other regulatory measures we are proposing

on Openreacho6s fault rate. These include, f ol

control using our best estimate of the efficient fault rate (as set out in Annex 5). This
measure is aimed at increasing transparency by being clear about what our best
estimate of what an efficient fault rate is and ensuring that BT is not recovering the
costs of inefficiently high levels of repairs.

We consider it appropriate to continue to set standards on the timeliness of
installations. The evi dence above suggests that
installation process is a key consideration when making switching decisions.
Standards on installations can therefore help support the network access remedy by
providing telecoms providers with the certainty they need to communicate effectively
with their customers and provide services within timescales that meet their needs.

We note above that missed appointments can lead to poor customer experiences;
however, the evidence presented in Annex 6 indicates that Openreach has improved
its performance in this regard, and we do not see a role for additional regulation at
the current time, given the strengthened incentives to address this type of failure
through our proposals for the timeliness of repairs and installations.

Summary of proposals for scope of quality standards

3.50

Based on the above, we propose that our quality standards should apply to repair
and installations times of WLR, MPF and GEA-FTTC.

The appropriate levels of the quality standards

3.51

3.52

3.53

Our Strategic Review sets out our regulatory objective of delivering a step change in
the quality of service provided by Openreach, reflecting the increasing importance of
broadband services to consumers and businesses (demonstrated by the evidence
above). We think this needs to be reflected in the quality standards that we set, as
these are our primary tool for driving improvements, and we are not confident that
SLGs will incentivise performance beyond the current level of performance.

We therefore intend to set higher standards in this review. This contrasts with our
approach in 2014 where it was the first time we had set quality standards and
Openreach needed to improve its quality from a very low base. We reflected the
operational challenges of improving quality of service in the levels set.

In setting the exact standard, we propose to consider the benefits to telecoms
providers and competition as well as the implementation challenges and costs
involved in raising standards.

Benefits to customers and telecoms providers

3.54

3.55

Setting higher standards on repairs and installation times provides direct benefits to
consumers and telecoms providers because both parties spend fewer days waiting
for a repair or an installation. In addition, as set out above and in Section 5, we
believe that more challenging repair standards are likely to lead to stronger
incentives on Openreach to reduce faults, which will in turn lead to further benefits to
telecoms providers and customers.

We outlined evidence on the extent of these benefits above. We recognise that it is

difficult to measure such benefits precisely, particularly given the limitations of survey
evidence and the forward-looking nature of the review. However, the range of
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3.56

3.57

Ope

3.58

3.59

gualitative and quantitative evidence provides us with a broad understanding of the
importance of service quality.

Quiality standards also provide more certainty over the level of service that will be
received from Openreach. Having a sufficient degree of certainty over the speed of
repairs and installations is important in the functioning of retail competition. It allows
telecoms providers to plan their strategies for delivering retail services. For example,
in terms of installations, TalkTalk has stressed the importance of Openreach quality
of service being good enough to allow TalkTalk fto deliver a high quality of service at
all times and take measurements to ensure that we always meet this standarda*®
This in turn provides benefits for consumers.

We think that it is important that Openreach meets any target repair or installation
time in a very high proportion of cases. As a rule of thumb, we consider that a
standard of at least 90% is necessary to provide telecoms providers with a sufficient
degree of certainty. At levels below this, Openreach can miss the target seti by a
potentially large extent i more than one in ten times that it provides a service and we
do not consider this to represent fair, reasonable and timely network access. The
higher the level of performance Openreach can consistently achieve above this (i.e.
the closer to 100%), the more certainty the target provides.

nr e a penafianal oapabilities

Wewillals o consi der Openreachbés technical
the time it will take to achieve them. It is unlikely to be economically efficient or even
practically possible for Openreach to meet its SLAs 100% of the time. This is
because certain jobs require complex civil engineering work and can only be done
within the SLA at very high cost, if at all. In addition, as detailed in Section 5, the
inherently volatile and unpredictable nature of fault and installation volumes makes it
difficult to eliminate field resourcing failures.*®

We propose to set standards that are stretching enough to drive Openreach to make
improvements, but that are not so high that they are unachievable. We also take into
account the additional engineering resources Openreach may need to recruit, and
the time required for Openreach to achieve those staffing levels and for the newly
recruited or retrained engineers to become competent. This is particularly relevant in
our proposals for the period of time over which the quality standards will increase.

Costs to customers and telecoms providers

3.60

3.61

We would be concerned if higher quality standards led to materially higher prices for
customers as our evidence indicates that value for money is an important factor for
many customers. For instance, the 2017 Jigsaw survey indicates that price, as well
as quality of service, is an important factor for customers when choosing a telecoms
provider for broadband services (see Figure 3.2 above).

However, the 2017 Jigsaw survey also showed there was a wide range of
preferences among consumers, with some willing to pay a premium for faster repairs
and installations and others being more price sensitive (as set out above).

48 Meeting between TalkTalk and Ofcom on Quality of Service, dated 19 November 2015, Riverside

House

49 As set out in Section 5, field resourcing failures occur when the workload (volume of repairs and
installations) exceeds the field engineering resource planned to be available on any given day.
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3.62 Telecoms providers have a choice over the standard of quality they purchase from
Openreach. In particular, in relation to repairs, Openreach supplies products with
di ffering SLA commitments on repair times (r:¢
l evel sé6 or O6SMLs®6). Thi s caneetect the pride/qualityt e | e c o ms
trade off most appropriate to their customers.

3.63 Thus, while we want to ensure that our proposals do not impose unavoidable costs
on telecoms providers and customers that are out of line with the benefits they
receive, telecoms providers should be free to choose the standards they require for
their consumers themselves. However, we believe that telecoms providers require a
high degree of certainty over the quality they receive if they are to make a meaningful
choice between different service levels. We believe that the best way to provide them
with this certainty is by setting quality standards which require Openreach to meet a
target level of quality a high proportion of times.

Question 3.1: Do you agree with our proposals regarding our approach to quality of
service remedies. Please provide reasons and evidence in support of your views.
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Section 4

The customer experience of network
reliability
Introduction

4.1 Section 3 identifies Openreach fault rates (the average incidence of faults in
Op e nr e a wibed sachsyear) as key to the quality of the network access
remedies in the narrowband and WLA markets. Faults play an important role in
customersod experience of Dbroadband and tel epl
these services. The higher the incidence of faults, the more Openreach must spend
to maintain the network. This, in turn, has the potential to lead to higher prices if
Openreach is to recover its efficiently incurred costs.

4.2 This section is structured as follows:

i Firstlyywe review customersd experience of broad
examine the contribution made by retail telecoms providers to customer-reported
faults and then lookinmoreata bout the contri bution that O
make t o cust mecaeNex@mimex per i e

o the Openreach fault rate which relates to cases where services fall
short of the technical specifications
which are repaired in-tariff (in other words the repair activity is
included in the rental charge telecoms providers pay to Openreach);
and

o outoft ari ff repair activities which rela
i mpairmentsodé6 and customer wiring issue
specification of Openreacho6s services
per-event charges over and above rental charges.

T Secondly, we review Openreachods investments
then consider how best to ensure that Openreach makes efficient investments to
optimise fault rate outcomes for customers.

1 Finally,wer evi ew recent devel opoiieatsf wbi thuknabt
identified more easily with remote diagnostic tests. We then consider how
Openreach and telecoms providers can maximise the potential benefits of these
developments for customers.

Summary of our proposals

4.3  Wefind that Openreach has [" ]investment in preventative maintenance in recent
years. It plans to invest more over the coming years to reduce the level of faults. We
also find there has been a prolonged period of reduced total capital expenditure by
Openreach (Table 4.5); we consider there is a risk that network reliability may
diminish because of underinvestment. We want to ensure that Openreach follows
through with its planned investment in dnet we
proposing the following:
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1 to set higher quality standards for fault repairs, which in turn should provide
stronger incentives for Openreach to invest in preventative maintenance to
reduce the volume of faults;

9 to decrease the repair operating expenses (opex) costs that we allow Openreach
to recover through its regulated charges consistent with its stated intention to
reduce fault volumes;* and

1 notto increase the capital expenditure (capex) allowance in the charge control,
as the steady state on-going network approach provides sufficient funding for
Openreach to implement its planned i

nvest me

4.4 We find that recent developments may signifi ¢

by extension, that of telecoms providers) to remotely diagnose certain line
impairments and customer wiring issues which are currently repaired as out-of-tariff
repair activities. Given the potential benefits for customers, we think there is a strong
case for Openreach and telecoms providers to continue with these developments
and to integrate them fully into operational processes to realise their potential. We
have asked the Office of the Telecommunications Adjudicator (OTAZ2) to provide
such assistance as is required. We also intend to monitor progress and will consider
informal or formal intervention if we consider that customer benefits have not been
realised.

Customer so experience of faults
Faults experienced by customers can be due to a wide range of causes

4.5 Telecoms services rely on contributions from multiple parties, and consequently
responsibility for clearing faults also lies with different parties. Figure 4.1 below
provides an illustration for broadband services.

Figure 4.1: Causes of broadband faults and responsibility for fault repair
Example faults ! problems

A, Wider + Public internet cannectivity ssuss

!l'ltEITI'Et = Content provider's server unavailable
ISSUeS

B. Retail = Faulty customer equipment (\WiFi router, computer set-up)
telecoms = Customer error or mis-operation (customers incorrectly install or modify their

provider and home equipment ar do not understand imitations of the senice they purchased)

sl = WIFI probdems dus to physical abstructions such as walls thal bleck signals and

radio interferance

issues

« Customer wiring issues

* Problems with retal provider's aquipment preventing interned connectivily

(e TEEN R = Fault with Openreach’s network equipment in the exchange orin street cabinet

faults * Problems with the physical bne from the customer o a strest cabinet or
mchange

* Problems in the connection between @ GEA-FTTC cabinet and the exchange

50 We set out our proposed forecast for fault rates in Annex 5, and use this forecast as an input to our
charge control modelling, which is shown in the March 2017 WLA Consultation Annex 11.
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4.6

4.7

4.8

4.9

Whilet he | i st above is not exhaustive, i

of many contributors to customerso6 servi

Importantly, some of these contributors are outside the direct control of retail
telecoms providers and Openreach. Thus, when a customer experiences a problem
watching a video on BBC iPlayer, the problem might relate to the iPlayer server, the
Cc u s t csweoenpuder, internal wiring or WiFi rather than the retail telecoms service or
the underlying wholesale service provided by Openreach. Retail telecoms providers
therefore have a particularly important and challenging role in identifying customer
service problems and advising on the best course of action for resolving these.

Our gualitative research found that this interaction is critical to the customer
experience. Empathetic and professional handling of the customer at this point, and
minimising the need for repeat calls, or for the customer repeating information or
tests, were factors our panels identified as characteristics of excellent service.>!

Service quality is clearly an issue that the entire industry needs to address. We note
with concern that in 2016 telecoms is once again ranked below utilities as the worst

t

I
ce

sector in the Institute é&goetablE¥ist omer Ser vi

Our analysis suggests that retail telecoms providers clear a significant
proportion of fault reports without referral to Openreach

4.10

411

To gain a better understanding of the contribution that telecoms providers make to
cust omer s 6 e xaftelecons secviees,ave soughtinformation from
telecoms providers concerning the volume of faults reported to them by customers
and the proportion of faults subsequently referred to Openreach.

The information proved difficult to acquire on a consistent basis and should therefore
be treated with caution.®® It does however, provide some useful insights concerning
the proportion of faults that retail telecoms providers clear and the proportion that
they pass to Openreach for repair as summarised in Table 4.2 below.

51 Jigsaw Research, 2016, pages 18-19.
52 Institute of Customer Service, 2017, UK Customer Satisfaction Index,.
https://www.instituteofcustomerservice.com/research-insight/research-library/ukcsi-the-state-of-

customer-satisfaction-in-the-uk-january-2017 [accessed 17 March 2017].

53 We first attempted to gather this information in July 2016 using our formal powers. Responses to
our draft notice under Section 135 of the Communications Act sent to 9 telecoms providers indicated
that most of the telecoms providers were unable to respond. We then approached 6 telecoms
providers with an informal request seeking less detailed information. We subsequently received

confidential responses from 4 telecoms providers ([* ]). The information provided varies in the level of

detail and time periods covered, and in the definitions used. There were also come apparent
inconsistences in the information.
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Table 4.2: Proportion of faults received by telecoms providers that are cleared by
them or passed to Openreach

Telecoms Cleared by telecoms Passed to Openreach for
provider provider resolution

47% 48%

20% to 78% 80% to 22%

49% to 69% 51% to 31%

Source: Ofcom analysis of information by telecoms providers. Ranges reflect variation between
services.

4.12 Table 4.2 shows that the three telecoms providers all clear a significant proportion of
the faults reported to them without referral to Openreach®®. Two of the providers
reported that the proportion of faults cleared internally varied significantly by product.

4.13 As we have information from only three telecoms providers, it is not possible to draw
definitive conclusions about the overall proportion of faults cleared by retail telecoms
providers. However, this information suggests that at least a significant proportion,
and potentially the majority, of faults reported by customers relate to retail telecoms
services,cust omer sd equi piring the integinetédnd lcamtent serwices
rather than to the wholesale services provided by Openreach. By extension, this
information suggests that telecoms providers refer a significant proportion of
customer fault reports to Openreach for resolution.

4.14 Table 4.2 is also consistent with anecdotal reports from other telecoms providers,
which suggest that they typically clear around half of faults reported to them without
referral to Openreach.

A significant proportion of fault reports may relate to customer equipment and
wiring, the internet and content services

4.15 The information supplied by the telecoms providers does not allow us to determine
what proportion of faults might relate
and content services rather than the retail and wholesale services within the direct
control of telecoms providers and Openreach respectively. Anecdotally, we
understand that retail telecoms providers typically clear a significant proportion of

customer fault repod6 si nadsi clartiignhgt twhhaetn dtieasgtneo s

retail and underlying wholesale services did not detect any problems and therefore

the faults were |Iikely related to the cust om

content services.

Openr eacho6s déallt refliedtsitiecapabilities of its line test
systems

416 Openreachés exchange based copper |line
tools for diagnosing faults i n @phesetodsac
generally work well, they were originally designed to detect faults that affect voice
services.

“They may, however, make use of Openreacho6s remote
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4.17 There are inherent limitations to the basic electrical tests performed by this type of
line test system which prevent them from reliably detecting certain line and customer
wiring® conditions that can impair broadband performance.®® These conditions can
significantly impair the quality of the broadband service and typically:

9 reduce the bandwidth of the broadband service below that previously available or
expected; and/or

1 cause the broadbandservic e t o r e ptem &' ieadsng serdice e
interruptions and potentially reducing broadband speeds.

4.18 The contractual arrangements and operational processes for Metallic Path Facility
(MPF) and Shared Metallic Path Facility (SMPF) reflect these limitations.>®
Openreach maintains copper lines to a technical specification called SIN349%° which
reflects the capabilities of its exchange based line test systems. Diagnosis and repair
of problems affecting broadband services which fall outside this specification
(broadly, conditions which cannot be detect ec(
test systems) are treated as out-of-tariff activities and are chargeable activities unless
the investigation uncovers a fault that falls within the SIN349 definition.5°

4.19 Out-of-tariff activities typically involve field engineering activities comprising a visit to
the customerds premises and often other part:
further tests and investigations.

We need to examine out-of-tariff activities as well as Openreach fault rates to
understand Openreachdés contribution to custo

420 Openreachoés fault rates as they relat-e to thi
tariff faults. Out-of-tariff activities are excluded except in cases where an in-tariff fault
was detected during the out-of-tariff activity. Moreover, telecoms providers have told
us that rising customer expectations and increasing take up of superfast broadband
products have led them to use out-of-tariff activities more often.5! As we discuss
below, our analysis supports this view.

%Telecoms wiring within a customeroés premises beyond O
belongs to the customer and is not part of the service provided by Openreach.

56 These line conditions include high resistance joints, imbalanced cable pairs, bridge taps (an un-

terminated length of cable connected to a copper line). The customer wiring conditions include bridge

taps and bell wire issues.

57 When a broadband service is impaired due to a line problem, the modem will re-initialise the

connection. This involves a handshaking process between the modem and DSLAM to establish the

bandwidth that the line can support, during which service is interrupted.

58 In practice, these limitations also apply to GEA-FTTC, as it is an overlay service that uses either

MPF or SMPF.

59 Suppliers Information Note 349 Issue 2.5 August 2015,

http://www.sinet.bt.com/sinet/SINs/pdf/349v2p5.pdf [accessed 24 March 2017].

60 Telecoms providers must either order a Special Faults Investigation 2 (SFI2), Broadband Boost

(BBB) or Superfast Visit Assure (SFVA) package or use the Conscious Decision to Appoint (CDTA) or

Conscious Decision to not Appoint (CDTNA) processes.

61 CDTA and CDTNA activities are also used to request Openreach to investigate faults that fall within

the SIN349 definition but which cannot be reliably de
test systems. These include intermittent faults and noisy lines. We consider it likely that the increasing

incidence of these activities has been driven by rising customer expectations of their broadband

services.
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421 Thus, to get a complete picture of Openrea
of network reliability, we review Opfenreac
tariff activities below.

c h
h o :

Openreacho6és fault rates are broadly stable

4.22 Openreach measures the frequency of faults, and the reliability of the Openreach
network, through a fault rate. In broad terms the Openreach fault rate is the total
incidence of faultsthatarer e pai red o6in tariffé, as a propot
customers per year.

423 I n Figure 4.3 below we show t-tarégffaulteategfort tr end
the main services it provides for voice and broadband. GEA-FTTC and SMPF are
0 o v e selviaeg, dvhich means they are not used on a standalone basis but rather
together with a physical line such as MPF or WLR (the bearer service) so we show
the fault rate for the combined service (i.e. MPF+GEA, WLR+GEA and WLR+SMPF).

Figure 4. 3: Annual Openreach fault rates, for each service type (proportion of lines
experiencing a fault each year)

24%
20%

16%

12% e
_— —
8%
4%
0%
2011/12 2012/13 2013/14 2014/15 2015/16
— \|PF MPF+ GEA-FT Té&=—=WLR WLR+GEA-FT Tée==WLR+SMPF

Source: Ofcom analysis of BT data submitted in response to the 6th FAMR QoS information request
of 3 March 2014 and the second QoS information request to BT of 25 May 2016

4.24  Figure 4.3 shows that overall, in-tariff fault rates for lines carrying standard
broadband services (i.e. MPF and WLR+SMPF) have remained broadly stable at
around 11% per year. Fault rates for lines that do not carry broadband services (i.e.
WLR) are somewhat lower at 8%.

4.25 The fault rates for GEA-FTTC over both WLR and MPF bearers are higher but show
a significant decline, which we attribute to the growing maturity of the service.
Sometimes, in the early stages of deployment of a new service, we observe a higher
fault rate as new processes and expertise are bedding in.

4.26 These fault rates mean that on average customers experience an in-tariff fault
approximately:

9 once every 9 years for lines carrying standard broadband services;
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1 one every 12 years for WLR lines that do not have a broadband service; and
9 once every 6 to 7 years for lines carrying superfast broadband services;

4.27 We set out a more detailed analysis of the fault rates, and forecasts for the forward
look market review period in Annex 5.

The incidence of out-of-tariff activities has risen over recent years

4.28 The overall volume of out-of-tariff activities rose by [* ] (35 - 45%) between 2011/12
and 2015/16.

4.29 Table 4.4 shows the incidence of out-of-tariff activities in 2015/16, split between
thosewher e a fault was eventwually identified an
were chargeable. It shows that out-of-tariff activities now constitute a significant
proportion of the overall volume of reactive fault repair activities undertaken by
Openreach ranging from [ 1% for WLR to [ ]% for WLR+SMPF.

Table 4.4: Summary of fault repair activities 2015/16, incidence per 1,000 lines per
annum

Product Faults Non- Chargeable All faults Out-of-tariff
(excluding chargeable out-of-tariff = and out-of- activities as
non- out-of-tariff activities tariff proportion of
chargeable activities®? activities all faults and
out-of-tariff out-of-tariff
activities) activities

MPF
WLR+SMPF
WLR+FTTC

MPF+ETTC

Source: Ofcom analysis of BT data submitted in response to the 2nd QoS information request dated
25 May 2016

Op e nr e dnvésiinent in network reliability

4.30 A key driver of the level of network faults is how much Openreach spends on its
network to maintain the reliability of the services that run over it. A sustained level of
capital and operating expenditure is needed to replace legacy network components
that have reached the end of their useful life. It can also help reduce the impact of
other factors that affect the fault rate, such as heavy rainfall and maintain a modern
design standard that is better able to cope with the demands of data rich services.®

431 Inthel i ght of this, first ventioismewodkever Openr eac
recent years. Second, we consider Openreachd
over the coming period and discuss how we are proposing to take account of this in
developing our charge control proposals in the WLA market. Third, we summarise

F

62 SIN 349 faults detected during out-of-tariff activities. Included in fault rates discussed above.

o
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how we have taken into account assumptions oI
health and fault levels in our overall package of quality of service remedies
proposals.

Openreachods historical i nvestment in the cop

4.32 Openreach incurs both capital expenditure (capex) and operating expenditure (opex).
In principle, capex is related to acquiring and retaining the physical assets used to
provide the services that run over the network, whereas opex is related to the
ongoing day-to-day functioning of the business, including the costs incurred in
operating and maintaining the physical assets.

433 To get a full picture of Openreachds invest m
capex and opex. Below,we compar e Op e n rcapaxandipex dttibstedo r i ¢
to WLR and MPF services to the levels we would expect based on the standard (top-
down) approach to forecasting efficient costs we use to set charge controls.

434 Table 4.5 shows Openreachdéds historic capex b
compares it to depreciation for WLR and MPF services. This is because our standard
forecasting approach assumes that to maintain an ongoing network in a steady state,
supporting broadly constant service volumes, an operator would need to spend
sufficient capex each year to replace the assets that have been depreciated (i.e.
capex = depreciation).®* Table 4.5 also shows the trend in mean capital employed
(i.e. the current net value of its asset base) which is a function of both capex and
depreciation.

Table 4.5: Openreach capital costs for WLR and MPF services

(Em nominal) 2011/12  2012/13  2013/14 2014/15  2015/16
"1 [* ] [* ] [* ]
Depreciation 767 828 776 758 698

Mean capital employed 9,046 8,961 8,599 7,611 7,508

Source: Capex figures from Ofcom analysis of management account information provided by BT to
Ofcom on 5 February 2016 and information extracted from BT regulatory accounting system using

data extraction tool; depreciation and mean capital employed from published Regulatory Financial

Statements (RFS).

Capex [" 1]

4.35 We may expect some divergence between steady state capex and actual capex due
to capex varying during an investment cycle. However, during the period shown,
Openreachés annual capex was cociatonSheentl y | o)
underspend was in the region of £[" ] between 2011/12 and 2013/14, narrowing to
£[" ]in 2014/15 and £[" ]in 2015/16. The trend in mean capital employed is largely
driven by the balance of capex and depreciation® 1 in general, if capex is higher than
depreciation, mean capital employed increases, and vice-versa. Mean capital
employed has reduced from c.£9 billion in 2011/12 to £7.5 billion in 2015/16. In
addition, the gross replacement cost®® of the assets used by WLR and MPF has

64 Over time capex could fall below depreciation in the steady state due to efficiency improvements,

although we would not expect this difference to be large.

65 Mean capital employed is also driven by other factors such as asset price changes.

66 Gross replacement cost (GRC) is the value of the assets held by the firm before the effect of
depreciation is taken into account. |t is effectively
new assets.
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reduced from c.£[" Jto c.E[" ] during this period, and the average age of the asset
base appears to be older (as illustrated by the ratio of net replacement cost®’ to gross
replacement cost reducing from 38% to 34%58).

436 Basedonthesetrends,it appears that Openreachdés capex

level required to replace the assets that have reached the end of their useful life.

4.37 Table 4.6 below sets out our forecast of opex between 2011/12 and 2015/16 when
setting the 2014 WLR/MPF chargecont r o | . It compares this
opex during this period.

Table 4.6: Comparison of WLR and MPF opex i Ofcom forecast vs. actual spend

(Em nominal) 2011/12  2012/13  2013/14  2014/15  2015/16

Ofcom forecast 1,251 1,220 1,206 1,185 1,170

Openreach actual spend 1,254 1,370 1,367 1,377 1,138

Source: Ofcom forecast from 2014 WLR/MPF charge control model; Openreach actual spend from
published RFS

4.38 Our standard forecasting approach generally assumes a network with relatively
constant volumes (as is the case for WLR and MPF services) will have a broadly flat
profile of opex over time and may decrease due to our forecast of efficiency. Table
4.6 shows that we forecast a small gradual reduction in opex between 2011/12 to
2015/16 (from about 1.3bn per annum to 1.2bn per annum), with the reduction mainly
being driven by assumed year-on-year operating efficiencies. In comparison,
Openreachés actual opex between 2011/ 12
£1.4 billion per annum. This was considerably higher than in previous years and

to

and

C

y

exceeded Ofcomds forecast by between c.A3m ai

on the other hand, actual opex was much

439 Openreachds higher than expeeflectéhdredugece x over

capex spending shown in Table 4.5, as more heavily depreciated assets would
normally be expected to cost more to maintain. For example, older equipment may
be more prone to breaking down and would likely require engineers to reactively
repair it more frequently.

t

cl os

ot

440 Table 4.7 shows that Openreachds combined t
(totex = capex + opex) between 2011/12 and 2015/16. This was approximately £[" ]
to£["' ] per annum. I n comparison, had l@penreach

with our forecast, this would have resulted in total expenditure of approximately £2.0
billion to £2.3 billion per annum.

67 Net replacement cost is the value of the assets held by the firm after the effect of depreciation is
considered . It is effectively the cost of replacing
(i.e. have depreciated by the same amount).

68 2014 Ofcom WLR/MPF charge control model and 2017 Ofcom WLA charge control model.
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Table 4.7: Comparison of cash costs for WLR and MPF - annual totex

(Em nominal) 2011/12  2012/13  2013/14  2014/15 | 2015/16
2267 2262 2174 2014 2.080

Openreach actual spend "] [ ] [" 1 [" ] [" ]

Difference "1 "1 "1 "1 "]

Source: Ofcom forecast from 2014 WLR/MPF charge control model; Openreach actual spend from
published RFS and Management account information provided by BT to Ofcom on 5 February 2016

441 Al t hough actual tot al expenditure was | ower
profitability for these services has been close to its cost of capital. The reason for the
difference in cash spent and profitability is that capex is recovered over a number of
years (depending on the accounting life of assets), whereas opex is recovered in-
year. Consequently, Openreachdéds approach of |
cash savings of about £]" ] over this period (relat i ve t o Of comés f orecas
resulted in excess profitability.

442 We have also considered Openreachbés spending
Reduction programme (FVR). The level of capex Openreach spends on the FVR
programme is particularly relevant to network reliability as it comprises key fault
prevention activities such as waterproofing the copper network, upgrades to meet
modern service demands and replacing obsolete assets. Figure 4.8 below sets out
Openreachés annual FV R/ acd2@1l6/%6. bet ween 2006/ 0

Figure 4.8: Openreach FVR copper network capex (Em, nominal)
"1

Source: Management account information provided by BT to Ofcom on 5 February 2016. 2015-16
estimated, other figures actual expenditure

4.43 Figure 4.8 shows that since 2011/120penr eachod6s FVR capex has be
of E[" ] per year, compared to £ [" ] per year between 2006/07 and 2009/10.
Openreachoés v o loolybased serficechave gtayed relatively flat over
this period.®®

4.44 In summary, despite the increasing quality of service demands since the introduction
of repair quality standards in 2014, it appears that Openreach has invested lower
than expected capex in its network over the last five years, [* ]. Instead, it appears
that Openreach has opted to spend higher opex during this period. If Openreach
maintains this approach, there is a risk that fault rates would increase. Even if
Openreach spends sufficient opex such that it continues to meet repair quality
standards, the outcomes for customers would be worse given the stress and
inconvenience associated with faults.

Investment in the access network over the review period
445 We woul d not wusually be concerned by Openrea:

opex (particularly if we do not observe excess profitability), if this does not affect
customer outcomes.

69 Management account information provided by BT to Ofcom on 5 February 2016.
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4.46 However, given the prolonged period of low capex in the copper access network,

4.47

4.48

4.49

there is a risk that network reliability may diminish because of underinvestment, with
a resulting impact on customers.

We note that [* ]
T 18°
1"

As a result, Openreach has embarked on a new FVR programme, which aims to

[" ].7? The programme will involve an investment of £[" ] in the FVR programme
spread over [" ] years and the recruitment of an additional [* ] technicians to carry
out the fault prevention work. If successful, Openreach aims to reduce the network
fault rate from its current position of 110 faults/1000 lines per annum by at least 10%
(i.e. to less than 99 faults per 1000 lines).

Our proposals

450 Given the significant benefits to competition and customers that fewer network faults

can deliver, we support the increase in FVR investment. We want to ensure that
Openreach follows through with its planned investment in the FVR programme. In
this review, we are proposing the following:

91 Higher quality standards in terms of timeliness of fault repairs, which in turn
should provide stronger incentives to reduce faults. One of our considerations in
proposing an increase in repair standards is that this should create financial
incentives for Openreach to reduce the fault rate. Indeed, [* 1.7

9 A decrease in repair opex costs that we propose to allow Openreach to recover
through its regulated charges consistent with its stated intention to reduce fault
volumes. As set out in our March 2017 WLA Consultation (Annex 11), we have
identified the portion of base year (2015/16) operational costs that are relevant
for repairs. These costs include, for example, the cost of engineers, training,
management, equipment and other expenses. We have forecast these costs by
making a downward adjustment to take into account the planned reduction in the
fault rate from 11% by at least 10%.

1 No additional capex to carry out network health allowed in the charge control. As
set out in the March 2017 WLA Consultation (Volume 2, Section 2), in
considering the appropriate level of capex that Openreach should be allowed to
recover through its regulated charges, we have looked at whether it is
appropriate to allow for the additional capex Openreach predicts will be
necessary to implement its network health plan. Our analysis indicates that the
capex allowance under the steady state ongoing network approach used in the
charge control will provide sufficient funding for Openreach to implement its plan.

Question 4.1: Do you agree with our proposal to incorporate the anticipated lower
fault rate in the charge control, and not to allow a specific adjustment for the related
capital expenditure? Please provide reasons and evidence in support of your views.
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Question 4.2: In Annex 5 we have set out our forecast for fault rates. Do you agree
with our forecast? Please provide reasons and evidence in support of your views.

Diagnostic testing developments

The current arrangements can lead to poor outcomes for customers

4.51

4.52

Telecoms providers have told us that the current arrangements for dealing with out-
of-tariff activities can lead to poor outcomes for customers. Often, neither the retalil
telecoms provider nor Openreach can remotely detect the fault that is impairing
broadband performance. Retail telecoms providers are reluctant to incur chargeable

out-of-t ar i f f activities unless there is a

the customers internal wiring is faulty. Thus, customers can experience delays or
multiple interactions with their telecoms provider before their problem is resolved.

Theincreaseinout-oft ar i ff activities also puts
resources due to the increase in demand for skilled and well equipped technicians.

Openreach has made significant investments to improve its diagnostic
capabilities

4.53 During the last five years, Openreach has made significant investments to improve its
diagnostic capabilities. We understand that the following initiatives are complete, and

4.54

are now part ofnda@precassesiachodés st a

1 Copper Integrated Demand Testing (CIDT) i In 2012 Openreach introduced new

testing functionality on its exchange based line test equipment. This functionality
is very effective at detecting high resistance faults that conventional exchange
based line tests cannot detect.

1 Hand-held testers i Openreach has equipped its field technicians with advanced
test equipment that can perform electrical line tests and broadband service layer
tests. These testers can detect line and customer wiring problems more
effectively than conventional line tests because the tests are two-ended (the
hand-held tester works in conjunction with the exchange based test equipment).

In addition, new capabilities are being developed which should further improve
Openreachdb s di agnostic accuracy when they

Strong

pressut

ar e

f ul

and telecoms providersd diagnostic processes:

1 GEA service layer diagnostic tools i Openreach has developed diagnostic tools
that use sophisticated data processing techniques to analyse service level data

extracted from Openreachés GEA broadband

rates) to assess the performance of individual lines. These tools enable
Openreach to benchmark the performance of individual broadband connections
to determine whether they are performing to their full potential, and to detect the
presence (but generally not the precise location) of certain line conditions that
impair broadband performance.’

1 MPF and SMPF service level diagnostic tools i Openreach has also worked with
other large telecoms providers to develop service layer diagnostic tools for MPF

74 High resistance joints, bridge taps and external sources of electrical noise.
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and SMPF services. Under the Obig datab i
Openreach with service layer data from their broadband systems, which

Openreach then processes to provide diagnostic information about the

performance of individual lines (similar to the GEA tools above).

Our views on the diagnostic testing developments

4.55

4.56

4.57

4.58

44

We consider that the 6big datadé initiative
Openreach, telecoms providers and ultimately customers. It has the potential to

greatly improve remote diagnostic capabilities. We anticipate telecoms providers and
Openreach will be able to make more informed decisions about the best means to

resol ve a c u.sTheysheuld also aliovg ketteetargeting of preventative
maintenance.

Given the potential benefits for customers, we think there is a strong case for
Openreach and telecoms providers to continue with these developments and to
integrate them fully into operational processes by making the information available at
the point of customer contact, in order to realise their potential.

There is also an opportunity for Openreach and telecoms providers to review the

standard to which lines carrying broadband services are maintained and the

associated commercial arrangements. With improved remote diagnostics, lines

carrying broadband services could be maintained to a higher standard, bringing

someout-oft ari ff activities within the scope of

Given the importance of these developments and the need for engagement between
Openreach and telecoms providers, we have asked the OTAZ2 to provide such
assistance as is required. We also intend to monitor progress and will consider
informal or formal intervention if we consider that customer benefits have not been
realised. In the first instance, it is for industry to pursue these developments
collaboratively. Should Openreach and telecoms providers agree on a new testing
standard, we will consider the implications, including regarding costs, in future
reviews.

Question 4.3: Do you agree with our assessment of the role better diagnostics could
play in improving fault resolution for both telecoms providers and customers, and
how should these improvements be realised? Please provide reasons and evidence
in support of your views.
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Section 5

Regul ating BTO0s servic
repairs
Introduction

5.1 This section sets out our proposals for ex ante remedies relating to fault repair over
the Wholesale Local Access (WLA) market review period. It draws on our approach
to quality of service (QoS) regulation set out in Section 3, our proposals relating to
network reliability in Section 4, and on our
performance in Annex 6.

5.2 As described in Section 8, we consider that the proposals set out in this section
would achieve our statutory duties and satisfy the relevant legal tests. In reaching
these proposals, we have also taken into account our regulatory experience from
previous market reviews, recent developments in these markets based, in particular,
on information on quality provided by Openreach and its customers and by
consumers in response to new research we have commissioned, and also expected
developments over the course of the three-year review period.

Summary of our proposals

5.3  Inthe Narrowband’ and WLA’® market reviews, we have proposed SMP conditions
requiring BT to comply with such quality of service requirements as we direct from
time to time.”” Here we are proposing to exercise that power to impose a direction
setting QoS standards that BT must comply with for repair.

Quality standards for repairs

54 The following tables set out our proposed QoS standards for the proportion of repairs
that BT must complete within the service level agreement (SLA) timescalesi i . e. &éon
timed. The proposed standards appl TTCo t he r ¢
faults in aggregate. They apply separately to both service maintenance levels 1 and
2 (SMLs 1 and 278). We proposetome asur e compliance i teneach of
UK geographic regions’ on an annual basis. We also propose to make a 3%
allowance for force majeure events (also knownas Local6 Mat t er s Beyond Our
Reasonabl e RBAORCIED The standards atljusted for this exemption are
also shown in Table 5.1.

75 https://www.ofcom.org.uk/consultations-and-statements/category-1/narrowband-market-review

76 https://www.ofcom.org.uk/consultations-and-statements/category-1/wholesale-local-access-market-
review/

77 Summarised in Section 2.

78 SML1: Fault clear by 23:59 day after next, Monday to Friday, excluding public and bank holidays.
SML2: Fault clear by 23:59 next day, Monday to Saturday, excluding public and bank holidays.

79 Scotland, North East, North West, North Wales & North Midlands, South Wales & South Midlands,
Wessex, South East, London, East Anglia, and Northern Ireland. A breakdown of each of these areas
by exchange name and identifier is available at:

https://www.ofcom.org.uk/ _data/assets/pdf file/0022/81067/schedule 3 annex 29.pdf.

80 E.g. criminal, intentional, or negligent damage to the network.
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Table 5.1: Proposed standards for repairs completed within SLA timescales®

QoS standard applicable Current First year Second Third year
to each of the ten level (2018/19) year (2020/21)
geographic areas (2019/20)

Repair completion within
SLA timescales 80% 83% 90% 93%
(Adjusted standard for (77%) (80%) (87%) (90%)

force majeure)

5.5 In addition, in up to two regions each year, we propose to incorporate into our
compliance assessment exemptions for High Level MBORC events for up to eight
weeks per declaration.®?

5.6 We also propose new QoS standards for the proportion of repairs completed five
working days after the time promised in the SLA. Table 5.2 below summarises the
proposed standards. We propose to assess compliance for the relevant products
(WLR, MPF, and GEA-FTTC) at SMLs 1 and 2 separately but, in contrastto6 wi t hi n
SLAG6 standards, we propose t @l.Videsdoemoss compl i al
consider it appropriate to specify a fixed allowance for force majeure; however, in
measuring compliance we propose to allow for High Level MBORC declarations in up
to two regions each year subject to a limit of eight weeks per declaration.

Table 5.2: Proposed standards for repairs completed five working days over SLA
timescales®

QoS standard applicable Current First year Second Third year
to UK as awhole level (2018/19) year (2020/21)
(2019/20)

Repair completion within N/A
SLA +5 days

Service level guarantees (SLGSs) for repairs

5.7 To ensure the continued effectiveness of the SLAs and SLGs that BT is required to
include in its contracts for network access and to further incentivise Openreach to

deliver material i mprovement sbeyondtiehe o6l ong t
timescales set out in the SLAS), we propose to remove the limit of 60 payable days
on Openreacho6s liability of compensa&4tion for

81 The standards apply to all WLR, MPF, and GEA-FTTC repairs at each of SMLs 1 and 2.

82 E.g. incidents affecting over 2,000 lines, incidents which are/are likely to become the subject of
regional or national media interest, and anything likely to have a significant impact on the BT and/or
Openreach brand.

83 The standards apply to all WLR, MPF, and GEA-FTTC repairs at each of SMLs 1 and 2.

84 Payable days for late repair SLGs are based on working days, although these can vary by SML. We
note that BT would continue to have the opportunity to exclude its liability for MBORCs under the
terms of its contracts with telecoms providers.
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Structure of this section

5.8 This section first outlines the products which we intend to regulate, the repair times
we think Openreach should meet, and the compliance structure and levels of the
proposed standards. We then consider other factors in our remedy design, including
the assessment period, the geographic application, and the allowances for MBORC
events. Finally, we have set out our proposals concerning the payment of SLGs for
delays to repairs.

Aim and effect of regulation

5.9 As discussed in Section3,as a consequen ciethedMLA &dWRAELS MP
markets, there is the risk, in contrast to a competitive market, that Openreach may
not provide the service quality that telecoms providers and end users require. We
have subsequently determined that QoS regulation is necessary to deliver quality
and to ensure that the network access remedy facilitates effective downstream
competition.

5.10 We intend to use QoS standards as our primary tool for driving Openreach
performance improvements. Our objective is to address our competition concerns
relating to QoS arisingoutof BTdéds SMP and, in so doing,
consumers by providing them greater certainty about the length of time they will be
out of service following a fault by establishing clear performance targets for
Openreach. Further, we expect that setting standards on repair times will give
telecoms providers confidence in the services they purchase to allow them to
compete effectively, while being measurable in terms of what constitutes a success
or a failure.

Quality standards for on time repair

How and why we set an 80% quality standard level for on time repair in 2014

5.11 Inthe 2014 FAMR, Ofcom undertook a review of matters relating to quality of service
delivered by BT (through Openreach) in the supply of regulated wholesale fixed
access services. We concluded, among other things, that over several years there
had been a gradual decline in Openreach's performance, in particular in relation to
fault repairs for WLR and MPF services. Consequently, we imposed a number of new
SMP obligations on BT, including setting annual quality standards covering the on
time repair of these services (see Table 5.3). The repair standards were applied
separately to WLR services subject to SML1 and MPF services subject to SML2 in
each of OpentK regooshamnagincreased over the three-year, forward-look
period of the 2014 FAMR.
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Table 5.3: Openreach repair QoS standards for WLR services at SML1 and MPF
services at SML2%°

Third year
(2016/17)

QoS standard applicable to each of First year Second year
the ten geographic areas (2014/15) (2015/16)

Repair completion within SLA +5
days

70% 75% 80%
(67%) (72%) (77%)

(Adjusted standard for force majeure)

5.12 In October 2016 the scope of the standards was expanded due to a change in the
SMLs for WLR and MPF purchased by telecoms providers.® We used our direction-
making powers to set a new standard applying to the repair of all WLR and MPF lines
at SML1 and another new standard to all WLR and MPF lines at SML2. The
compliance period for the new standards will run from 1 November 2016 to 31 March
2018.

Openreacho6s performance against the repairs

5.13 Since imposing QoS standards in the 2014 FAMR (as modified in 2016), the key
performance indicators (KPIs) provided by Openreach indicate a degree of
improvement in the proportion of repairs completed within SLA at the UK level for
both WLR and MPF. There has also been a reduction in the significant volatility that
occurred prior to the FAMR period (see Figure 5.4). Nevertheless, repair
performance has not returned to 2009/10 levels, as shown in Annex 6.87

Figure 5.4: UK faults restored on time for WLR, MPF, and GEA-FTTC services (%)
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Source: Openreach mandatory non-discrimination KPIs

85 In addition to a fixed 3% allowance for force majeure (Local MBORC) events, the 2014 FAMR also
allowed BT to make use of time-limited High Level MBORC declarations within the performance
calculations for up to two regions per year.

86 https://www.ofcom.org.uk/__data/assets/pdf file/0032/92678/20161017-QoS-Statement Non-

confidential.pdf.
87 Also see Annex 30 of the 2014 FAMR Statement:

https://lwww.ofcom.org.uk/ _data/assets/pdf file/0026/78812/annexes.pdf.
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Our reasoning and proposals for setting higher levels for quality standards for
on time repair

The products within the scope of our proposed standards

5.14 Inthe 2014 FAMR, we imposed QoS standards on BT in relation to fault repair for
WLR and MPF services. These were BTds highesHt
services about which we had observed particular concerns about quality. As
described in Section 3, we propose that QoS standards should continue to apply to
the repair of WLR and MPF faults. Further, based on the current and likely future
consumption of GEA-FTTC services, and the potential competition concerns we have
identified in the 2017 WLA Consultation we proposed that the repair standards for the
next review period should also apply to GEA-FTTC.88

Repair times to which the proposed standards should apply

5.15 Inthe 2014 FAMR, we concluded that it was appropriate to set regulatory standards
for Openreachos r egfemence tothe existing; imlastrycagreed y
service level agreements (SLASs). At that time, the rentals of WLR at SML1 (typically
a O0two dayod repair) and MPF at SML2 (typicall
majority of access lines consumed for these products and were subject to particular
concerns regarding poor quality. Consequently, we decided to impose standards for
these product/care level combinations, thereby requiring a certain percentage of
repairs to be completed to SMLs 1 and 2 timescales.

5.16 We consider that setting standards by reference to the repair times specified in the
SLA continues to be appropriate. This ensures that telecoms providers have a good
degree of certainty that Openreach will deliver the service that it has contractually
agreed to deliver within an expected timeframe.® Confidence in the quality of the
wholesale input subsequently facilitates effective competition downstream, for
instance, by ensuring that telecoms providers can make commitments to their
customers regarding the speed of repair that they should expect. This approach
supports the successful provision of the network access remedy, and we therefore
consider it remains appropriate to use existing SLAs as the time element for the
repair QoS standards.

5.17 As the vast majority of access lines (for WLR, MPF, and GEA-FTTC) are currently
provided at either SMLs 1 or 2, we consider that it is appropriate to continue to apply
QoS standards to repair performance at these SMLs going forward. Due to the high
volumes of SMLs 1 and 2, there is a significant risk that poor repair performance for
these services could have a negative impact on both consumers and competition.

5.18 In contrast, the volumes of the relevant products purchased at the premium SMLs®
account for just a fraction of total rentals and therefore quality for these services has
a lesser impact on competition and consumers. As in the case of 2014 FAMR, we

88 We are seeking stakeholder comments on this proposal through a consultation question posed in

Section 3.

89 We note that the 2014 FAMR concluded that the regulatory and contractual arrangements (i.e.

SLAs/ SLGs) at that time had not been sufficient to en
level of quality in the supply of WLR and MPF services.

90 SML3 (report by 13:00, fault clear by 23:59 same day. Report after 13:00, fault clear by 12:59 next

day, seven days a week, including public and bank holidays) and SML4 (fault clear within six hours,

any time of day, any day of the year).
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therefore do not propose to set quality standards on repairs subject to these care
levels for reasons of proportionali t vy . However, we propose to ke
performance under review through our ongoing monitoring activity.

5.19 This approach also aligns fairly well with our consumer research which indicates that
most respondents feel that it would be reasonable to wait up to three calendar days
for their broadband service to be restored.®? The research suggests a tipping point at
three days, where consumers become increasin;
ability to resolve a loss of service. We consider that regulation focused on the
completion of repairs within a one to two day timeframe is broadly aligned with
acceptable outcomes for most customers and therefore supports our proposals to
apply QoS standards to the repair of services subject to SMLs 1 and 2.

Addressing repairs that take longer than SLA timescales to complete

5.20 Setting a QoS standard that requires improved performance for repairs delivered to
SMLs 1 and 2 could increase the incentives on Openreach to allow repairs that are
not completed to these targets to deteriorate. An important aim of our regulation is to
improve certainty for these customers and to ensure that Openreach is focused on
resolving faults that it has failed to repair within the contracted timeframes.

5.21 As described in Section 3, consumer research indicates that most customers believe
that it is unacceptable to wait longer than a week for a fault to be repaired. This is
broadly equivalent to five or six working days after the target timeframes for SML2
repairs and three or four working days for SML1 repairs.

5.22 We consider it appropriate to propose to set QoS standards that require Openreach
to maintain a high level of repair performance at five working days beyond the time
set out in the SLA. We consider that this timeframe is easily comprehensible and
broadly aligned with consumer expectations, and will provide added certainty that,
where agreed timeframes are missed, service will be restored within the next five
working days for the vast majority of customers. It should also significantly reduce the
incentive and ability of Openreach to allow the timeliness of repairs that fail to meet
the SMLs 1 and 2 targets to significantly degrade.

Question 5.1: Do you agree with our proposals to set standards on repairs delivered
to SMLs 1 and 2 timescales? Do you agree with our proposal to set new standards
for repairs completed five working days over SLA for SMLs 1 and 2? Please provide
reasons and evidence in support of your views.

Our considerations for the structure of the proposed standards

5.23 Inthe 2014 FAMR, the SMP conditions imposed by Ofcom for the repair standards
accounted for the majority of overall volumes for MPF and WLR. As previously noted,
the standards applied to SML1 for WLR and SML2 for MPF.

5.24 However, for the market review period we propose to set repair QoS standards
applicable to all lines provided over WLR, MPF, and GEA-FTTC for each of SML1
and 2. This is consistent with the approach we took in setting new repair standards in
2016 where we considered that defining cross-product standards at a given SML had

%1 We note that, over the FAMR period, WLR, MPF, and GEA-FTTC on time repair performance for
SML3 at the UK level has been similar, if not slightly higher, than performance for the same metric at
SMLs 1 and 2.

92 Jigsaw Research, 2017.
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the benefit of future-proofing our QoS regulation in the event of future shifts between
care levels (see Section 2). Further, we consider that applying standards across the
relevant products, rather than on a service/SML basis, mitigates the risk of a
proliferation of standards to ensure our overall package of proposed QoS measures
does not become disproportionate.

This approach also reduces the risk that standards are unreasonable in the event
that they are applied to a very small volume of lines for a specific service with an
SML1 or 2 repair SLA. In our 2016 Directions and Consents Consultation,®® we
considered that applying standards to a low volume of lines would make delivering to
the required levels more challenging for Openreach and would call into question the
reasonableness of those standards. We therefore consider that our proposed
approach to structuring the repair standards will ensure that the standards are
proportionate and that compliance can be assessed on a robust basis.

Figure 5.5 below provides a worked example of our proposed structure for the repair
QoS standards. The denominator in our performance calculation would be the sum of
all completed repairs in a given year that are attributable to WLR, MPF, and GEA-
FTTC at SMLx (4,000,000). The numerator would then be the sum of all WLR, MPF,
and GEA-FTTC repairs provided at SMLx that were completed within the
contractually agreed timeframe (i.e. the SLA) in the relevant year (3,600,000). The
result of this calculation is then multiplied by 100% to give a percentage performance
that is assessed against our QoS standards.

Figure 5.5: Worked example of proposed structure of repair standards at SMLXx

5.27

Repairs completed
within SLA in 20xx/xx:
« WLR: 1,400,000

- FTTC: 900,000

*  MPF: 1,300,000

Repair performance
in 20Xx/xx:

Total: 3,600,000 - ---

(Numerator

Repairs completed =
in month 20xx/xx: Denominator) *100
* WLR: 1,600,000 =90%

+ FTTC: 1,000,000
+  MPF: 1,400,000

Total: 4,000,000

Imposing a single QoS standard for each care level does not guarantee that the
performance of each service (WLR, MPF, or GEA-FTTC) would meet the standard.
Therefore, we have considered the extent of any risk that Openreach could
discriminate between different services by reducing the performance of some
services in favour of others. However, we consider that Openreach is unlikely to have
the ability to discriminate in this manner. Openreach would have to significantly

98 Ofcom, 2016, Quality of Service for WLR and MPF, Proposed Directions and Consents relating to
the minimum standards and KPIs imposed in the 2014 Fixed Access Market Reviews,
https://www.ofcom.org.uk/ _data/assets/pdf file/0019/71524/quality-of-service-wlr-mpf.pdf.
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5.28

5.29

outperform the standard for some services to allow others to degrade, which could be
challenging in the context of more demanding QoS regulation as viewed in the round.

Further, we consider that the structure of O]
lend itself to discrimination on repair times between different services and that we

have an active QoS monitoring programme (supported by the ongoing provision of

KPIs) which would allow us to quickly identify such discrimination if it arose.®* If we

had substantial concerns regarding discriminatory behaviour of this nature, we would

have the power to act rapidly to modify our regulation during the course of the review

period.®® We also note that the proposed new structure of Openreach under

commitments made by BT to Ofcom makes it a duty of the Directors of Openreach to

treat all of its downstream customers equally.

Moreover, we note that GEA-FTTC is not currently available with an SML1 repair
SLA. However, in the event that Openreach starts providing GEA-FTTC with at this
SML, we propose that fault repairs attributed to this product at this care level should
be part of our assessment of compliance with the SML1 standards that also includes
WLR and MPF services.

Question 5.2: Do you agree with our proposed structure for the QoS standards?
Please provide reasons and evidence in support of your views.

Levels of the proposed standards

Quality standards for repairs completed on time

5.30

531

As set out in Section 3, customers and competition benefit from a reduction in the
time customers spend out of service and from certainty in the repair service that they
will receive. We set out our view that certainty means performance against a given
commitment of over 90%, which is higher than the levels of the standards we
imposed in the 2014 FAMR.

Below we set out our proposals in relation to the levels at which we propose to set
QoS standards for repairs, by reference to the three considerations we identified in
Section 3: (i) the impact on consumers, telecoms providers, and competition; (ii)
Openreach6és o pitiesaand (i) nha ¢ostct@acprsumers and telecoms
providers.

Impact on customers, telecoms providers, and competition

5.32

5.33

In the 2014 FAMR we established a bounding range for possible minimum standards.

Having analysed Openr eacityears, andinthe absenceloé | i very
other clear benchmarks, we determined it appropriate to use performance in 2011/12

(77.7% excluding force majeure) as the lower bound for the range of the standards in

respect of repair completion. Openreach is now performing above this level i albeit

not significantly i and, as such, we think the lower bound should be higher than we

considered in the FAMR.

As set out in Section 3, we consider that it is appropriate to set standards equal to or
greater than 90% to afford telecoms providers sufficient certainty and confidence

94 See Section 7 for our proposed transparency obligations for both installations and repairs.
95 Setting directions for compliance with the repair QoS standards on a service-by-service basis
would, however, require us to consult for a minimum four-week period.
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regarding the service they are purchasing from Openreach. Further, our research®
suggests that most customers would be satisfied with repairs completed within three
calendar days, which broadly aligns with the contractual timescales for SMLs

1 and 2. Increasing the percentage of on time completions against these SLA targets
would result in a greater proportion of consumers receiving repairs within a timeframe
that they consider acceptable, thereby closing the gap between expectations and
actual performance.

5.34 Moreover, as we describe in Section 4, we consider that setting challenging
standards on timeliness of fault response should have the secondary benefit of
incentivising BT to take action to reduce fault rates proactively. In our view, repair
guality standards of at least 90% will mean that BT has the incentive to meet the
targets in the most efficient way, which is likely to include cost savings via reducing
fault rates on its network.” In turn, investment in network reliability should have a
positive knock-on effect on both telecoms providers and customers.

5.35 We therefore propose to take 90% as an appropriate lower bound for the range of the
QoS standards as regards to repair completion, subject to this being operationally
feasible. We also consider that the higher the level of performance Openreach can
consistently achieve above this (i.e. the closer to 100%), the better the outcomes for
competition.

Openreachés operational capabilities

5.36 In setting QoS standards, we recognise that Openreach cannot meet every one of its
service commitments all of the time. A small proportion of fault repairs fail at the
execution stage. Openremdaydbefai $utrtestheeé!| @&:-
that most failures relate to something that goes wrong while field technicians are
working on jobs. Openreach considers that these failures represent a practical upper
' imit or 6glass ceilingd on its fault repair

5.37 Consequently, in determining the levels of the proposed standards, we need to
consider the factors which may |l imit Openreaf
timescales for SMLs 1 and 2. To do so we have reviewed the operational reasons
which Openreach says contribute to it failing to meet its contractual obligations.

5.38 We obtained information from Openreach about the incidence of these on-the-day
failures for fault repair as shown by Figure 5.6 below. This information summarises
the reasons for which repair jobs failed to be completed on the day during the year
2015/16. It is worth noting that these failures do not translate directly to SLA
performance as on-the-day failures are not necessarily failures against the SLAs as
discussed further below.

5.39 We also asked Openreach to explain what scope there may be to raise the glass
ceiling by reducing the incidence of such failures. While Openreach acknowledges
that there is scope to make improvements, it has not provided us with any
information about the improvements that could be achieved. We therefore propose to
rely on our own estimates concerning the scope for improvements.

9% Jigsaw 2017.
97 In this respect, we note that following initial conclusions of our Strategic Review, Openreach
initiatedHietasd t n®Metpwomgk amme which aims to reduce its ¢

faults per 1000 lines per year, by more than 10% over a five-year period.
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540 Figure56i ndi cat es t h a tthe@ayeepair pedfanmaics in that year was
76.0%.

Figure 5.6: Openreach view of the glass ceiling

Openreach . Fy1s-16 View of the Glass Ceiling BULDING
CONNECTED
Glass ceiling for FY15-16 FUTURE
100.0% - — = 35 0.2% 0.1% 0.0%
el L —— T 02 02% <
90.0% e — -
1.0% 1.0% -
85.09
13.1%
SOG"’ - s ']
Re-running the Glass Ceiling Analysis
75.0% based on FY15-16 performance B
suggests a Glass Ceiling of ~91% -
70.0% A varying between 90 and 93.5% in —
e Good and Bad weeks.
65.0%
60.0%
o & <& « & & & <0 & & & & & & &
AR T N A RO o @9*‘ &
o o - ni
N & 3 6‘“‘3 éﬁ‘\\\ d—';;1 L_&‘ Ve.\QQQ ‘é&}c 'o"’ﬂ? ‘ce(&?' ‘-'-9‘}
& > < 4
& § ¢ G‘{@&‘ & ‘\,}‘\“ ¢ &5 & o

Source: Openreach

541

5.42

Figure 5.6 shows that Openreach considers that the operational limit or glass ceiling

to its on-the-day field repair performance is about 91%. Openreach considers that
15.3% of the on-the-day failures were mostly due to factors within its control,
primarily field engineering resources and the remaining 8.6% of on-the-day failures
were due to other reasons that cannot be avoided with current processes.

On the basis of this information, we therefore consider that, with additional resources
alone, and without changes to working practices, it would be operationally feasible for
Openreach to achieve a repair within SLA performance of over 90%. Moreover,

Op e nr e a ehe-day pedfarmance equates to a higher performance against the
service maintenance level SLAs because:

1 on-the-day failures classifiedas 6 CP adcessi nessd6 (accounting

5.43

54

failures) do not count as failures against the SLA because the failures were

caused by customers or telecoms providers. This covers delays to repairs caused
by, for example, an Openreach engineer
premises, the customer not being present, ready, or available, and telecoms
provider equipment issues; and

T Openreachdds glass ceiling is -thecdayfield s e d
activities, whereas the QoS standards relate to the proportion of repairs
completed within the relevant SLA T e.g. for SML1, by the end of the working day
plus one. A proportion of on-the-day failures relate to matters such as an
engineer requiring assistance could be addressed at a further attempt the
following day. Consequently, a proportion of on-the-day failures, particularly for
SML1, would meet the SLA.

Therefore, by adding the proportions of repair that could be completed as a result of
an increase in resources, an adjustment for customer-caused delays, and a

havi

n
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translation of the on-the-day limit into a repair within the SLA maximum to 2015/16
performance, we subsequently estimate potential upper bounds of performance for
SMLs 1 and 2 of 95.3% and 93.8%, respectively.

5.44 Further, we consider that there are incremental improvements that Openreach can
make to current processes over the three-year market review period such that it is
able to achieve a higher operational limit.*® Our analysis suggests that a proportion of
the aforementioned 8.6% of failures would be at least partially addressable:

1 2.3% is due to the need for a different skilled engineer. We estimate that half of
these failures could be addressselld by BT6s on
technicians and via better fault diagnostics, which should lead to engineers with
the right set of skills being dispatching to jobs;

1 1.1% is due to the need for a hoist or an additional engineer to assist the one
already on site. It is unlikely that all such jobs could be identified in advance,
although there should be scope for improvement by having more platforms on
standby and by a more prompt dispatch of assistance;

1 0.4% involve an obstruction to the engineer gaining access or a safety/hazard
issue. Again, it is unlikely that every such job could be indentified in advance;
however, it is possible that improved communication with the relevant telecoms
provider and better safety equipment could result in success in a number of
cases; and

1 0.1% could be addressed by making non-standard tools to restore service more
readily available to engineers before they

5.45 Factoring in the realisation of process improvements discussed above (such as
engineer multi-skilling, better fault diagnostics, and wider availability of specialist
equi pment), our analysis indicates that thes:¢
capabilities could increase to 97.5% for SML1 and 95.8% for SML2 by the end of the
coming market review period. An average of the two percentages, weighted 56/44 in
favour of SML2 to reflect the volumes of repairs for the two SMLs, yields an overall
figure of 96.6%,%° which we consider would be the maximum level of repair within
SLA performance that Openreach could achieve by the end of the period. We
consider that it would be disproportionate to propose a standard above this level at
this time and, therefore, that 96.6% serves as an appropriate ceiling to use in setting
the repair standards.

Costs to telecoms providers and consumers

5.46 As described above, repairing a greater proportion of faults within contracted
timeframes at SMLs 1 and 2 will require Openreach to increase its available engineer
resources. We would be concerned if higher QoS standards led to materially higher
retail prices as our evidence indicates that value for money is an important factor for
many consumers (see Section 3).

%8 We concede, however, that there are certain causes of failure, such as the need for civil
engineering work, for which it may not be economically efficient or practically possible for Openreach
to effect improvements in its on-the-day fault repair performance.

99 Calculation based on the split of SML1 and 2 repairs completed in 2015/16.
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5.47 In order to assess the impact of our proposed repair standards, we have
commissioned Analysys Mason to estimate the resource impacts of driving service
quality improvements through regulatory intervention.

5.48 Analysys Mason have modelled the level of Openreach resources required in order
to achieve a number of QoS targets. The results indicate the resource impacts of
increasing performance against the SLAs for SMLs 1 and 2. We utilise these results
within our charge control modelling to develop separate estimates of the costs of
QoS improvements for the services we propose to charge control (MPF at SML1
through our top down model for copper services!® and GEA 40/10 services at SML2
through our bottom up model for GEA services!®). In Annex 7, we have set out the
major outputs of their modelling work, including the resource uplift impacts of our
proposals.

5.49 Our model does not allow us to separately identify the resource uplifts required for
our installation and repair proposals. Therefore, we consider the cost impact of our
proposals in the round in Section 8. This includes the impact of our expectations for
lower fault rates.

5.50 Our assessment is that the higher standards we propose for installation and repair
lead to an increase in costs which is proportionate in the light of our objectives,
including the customer and competition benefits we have identified.

Levels options

5.51 Based on our analysis of the above factors, we have considered the following four
options for the repair within SLA standards. We have considered standards set at or
above 90%, as we believe these provide certainty for telecoms providers and are
operationally feasible. We looked at a range of options which include setting
standards at 96% for both SMLs 1 and 2, 93% for both SMLs 1 and 2, raising
standards to 93% on SML1 and 90% on SML2, and 90% for both SMLs 1 and 2.

96% for both SMLs

5.52 We consider that setting an on time repair standard of 96% for either care level would
be a theoretically achievable target and would maximise the benefits of competition
while meeting usersd rising expeewdapet i ons of
conscious that this is at the top of our upper bound for the percentage of repairs
Openreach could deliver on time and that it would represent a significant increase in
performance from the status quo. Achieving such a standard would also require the
consistent elimination of all of the field failures we have estimated as being within
Openreachés control as well as the realisati
consider possible over the next three years. This leaves little margin for error and
significantly increases the risk of failure; we consider that a 96% standard is therefore
unlikely to be reasonable or proportionate at this time.

93% for both SMLs

5.53 For the reasons set out above, we consider that setting the QoS standard for repairs
at 90+% would lead to improved outcomes for retail competition, as telecoms
providers would have greater certainty regarding the repair performance of the
access service they are purchasing. This improvement would also reduce consumer

100 Ofcom, 2017. WLA Consultation, Annex 10.
101 Ofcom, 2017. WLA Consultation, Annex 11.
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harm due to loss of service by increasing the proportion of repairs that are completed

within a timeframe that consumers consider reasonable. In addition, we consider that

requiring Openreach to deliver 93% of repair completions on time is operationally

achievable throughanumberof changes to Openreachés curren
operations.

93% for SML1, 90% for SML2

554 Analysys Masonbés modelling indicates that th:¢
in resources required to complete a higher percentage of SML2 repairs on time
compared to the increase required to complete the same proportion of SML1 repairs
on time. This reflects the longer time window Openreach has to complete SML1
repairs relative to SML2 repairs. If, for example, Openreach fails to repair a fault on
the first day it dispatches an engineer, that repair could still be resolved the following
day. This might suggest that a lower standard would be appropriate for SML2 repairs
to mitigate the cost of better repair performance. We have therefore considered
setting the QoS standards at 93% for SML1 as outlined above but scaling down to
90% for SML2.

5.55 Our provisional view is that, if we were to apply a lower standard to SML2 in
comparison with the standard we applied to SML1, this change could reduce demand
for SML2 and appear to be a watering down of our proposed QoS regulation. Further,
we consider that different standards could have a distortive effect by making it
difficult to identify the differences in performance between the two SMLs in practice.
This risks undermining the differentiation between these two services, which would
reduce the potential for this remedy to support competition on the basis of quality at
the retail level. Setting standards at different levels might also be confusing and
counter to our aim to improve industry clarity and certainty regarding Openreach
repair performance. Hence, we are proposing to discount this option and set
equivalent QoS standards for each of SMLs 1 and 2.

90% for both SMLs

5.56 As set out above, we consider that a QoS standard at 90% for both SMLs 1 and 2
forms the lower bound for the minimum level of repair quality required to support
network access and to provide the certainty telecoms providers need to compete
effectively downstream. This level of standard would also improve quality outcomes
for consumers relative to the current standards. Also, setting the QoS standard at this
level would have the lowest resource uplift requirements relative to other options
described and would be below the ceiling at which Openreach submitted it could
operate.

Assessment

5.57 Based on the above, we consider that setting equivalent standards at either 90% or
93% for both care levels remain viable options. The choice of the appropriate
standard involves the exercise of regulatory judgement in the balancing of the
different factors we have identified. Setting a higher standard would provide better
outcomes for competition and ultimately, consumers, by increasing certainty to
telecoms providers regarding Openreachdos perf
also directly benefit consumers in terms of improved quality, although it risks
increasing Openreachdéds costs (which are in t
charges). This may ultimately have an impact on the prices paid by consumers,
which is an aspect to which they attach high importance.
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5.58 Overall, we have determined it appropriate to place a greater weighting on quality
and the need for higher standards as part of our balance. We consider that the 93%
represents a proportionate yet stretching target that will result in benefits for
competition and customers in the form of greater certainty and improved repair times.
The proposed standard is also below Openreacl
analysis, which is based on the information we obtained from Openreach, suggests
that Openreach can achieve this level of performance within the timeframe of this
market review by increasing engineering resources and making some changes to its
working practices!®? (some of which we understand it has already begun
undertaking?°?).

5.59 We consider that a 93% repair standard is justified on the basis that we consider it to
be achievable and that it ensures a sufficiently high level of performance against the
SLA, thereby meeting the requirement for effective network access. Also, in our view,
our proposal strikes an appropriate balance |
expectations of, broadband services, including the harm consumers experience from
a loss of service, and the risk that retail prices could rise as a direct result of quality
improvements.

5.60 In summary, based on the above considerations, we propose to increase the repair
within SLA standard to 93% (before deducting any potential allowances for MBORC
events). This will require Openreach to resolve 93% of faults for WLR, MPF, and
GEA-FTTC services subject to each of SML1 and 2 within contracted timescales.
Also, in order to ensure that Openreach is able to deliver a level of QoS to at least
the proposed standards, we have incorporated a resource uplift into our charge
control modelling.

Quality standards for faults repaired at +5 working days

5.61 To determine an appropriate performance standard for repairs that are completed
five working days after Openreachds agreed SI
Op e nr e ac h élperfrmamnde againsttls dimension, as well as its operational
capabilies.

5.62 Inthe past five years, UK repair performance at five working days after the SLA
deadline expired was highest in 2011/12.1% As illustrated in Table 5.7, UK
performance over that period has varied within a 21 2.5% range. A comparison with
Openreachés on time repair performance for SI
has been able to achieve a 20 percentage point higher success rate for repair jobs at
+5 days beyond SLA as compared to its repair performance against SLA.

102 E g. multi-skilling and providing more tools in the field.

1. ondon Stock Exchange, 2016. 6BT to invest billions
http://www.londonstockexchange.com/exchange/news/market-news/market-news-

detail/BT.A/12804128.html [accessed 13 March 2017].

104 WLR, MPF, and GEA-FTTC for both SMLs 1 and 2. See Annex 6 for distribution curves for these

three services combined.
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Table 5.7: UK repair performance at SLA +5 days (%)

SML1 97.2%

SML2

Source:

2011/12 2012/13 2013/14 2014/15 2015/16

95.5% 95.0% 96.4% 95.7%

97.4% 95.5% 95.4% 97.3% 96.8%
Ofcom analysis of BT data submitted in response to the 6" FAMR QoS information request of

3 March 2014, the 2" QoS information request to BT of 3 May 2016 and the 5" QoS information

request

5.63

5.64

5.65

Our gl

5.66

to BT of 13 January 2017

With respect to Openreachdés oper atanaberl

of days longer than the SLA to complete is more likely to involve more complex or
time consuming tasks, for example civil engineering work. Given our proposed QoS
standard of 93% for repairs completed on time for SMLs 1 and 2, it is likely that a
proportion of the remaining 7% of faults will be comprised of more difficult repair jobs.
We have analysed data provided by Openreach in response to a formal information
request and estimated that around 2.7% of tasks are related to civil works. To that
end, we consider that imposing a +5 days standard at 100% would be unachievable
and, in turn, disproportionate.

Nevertheless, we consider it important to set the level of the standard as close to
100% as realistically possible. We therefore propose that it is reasonable that
Openreach is able to complete 97% of repairs (before any consideration of MBORC
allowances) within five working days of its target date. This is consistent with
historically achieved performance for repairs in this timescale, and also allows for the
difficulty that Openreach might face in resolving the remaining 3% in a timely
manner. Completing 97% of tasks by +5 days should also ensure that the vast
majority of consumers do not experience a repair time that they consider
unacceptable.

We consider that setting a 97% standard for repairs completed five working days
beyond the SML1 and 2 timescales is proportionate in the light of our proposal to

capal

all ow for an increase to Openreachés engineeil

time repair standards we are proposing. As standards and performance against the
SLA rise over time, and as Openreachods
in multiple areas of repair work, we consider that a number of faults will be resolved
within or close to the higher on time repair standards such that delivering to 97% at
+5 days will be achievable. Further, the proportion of tasks beyond the 93% SML1
and 2 repair standards that Openreach will be required to achieve is broadly similar
to that Openreach achieves today and we therefore do not intend to include a
resource uplift within our charge control modelling to specifically reflect this aspect of
our proposals.

Question 5.3: Do you agree with the proposed levels of the repair standards? Please
provide reasons and evidence in support of your views.

idepath proposals
Our analysis of the operational constraints on Openreach suggests that achieving a
target performance of above 90% for on time repair is largely dependent on

additional resources, while improvements above this level are likely to require further
training for engineers and some operational improvements.
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5.67 We recognise that, if Openreach recruits a number of additional technicians in one
year, there will be a lead time before these new starters are trained to a sufficient
level to be able to successfully carry out jobs in the field.1% We also understand that
Openreach is currently running a programme of multi-skilling staff in order to reduce
operational constraints on performance.

5.68 The combined effect of the recruitment and training is that Openreach is likely to take
more than one year to be able to achieve the repair standards which we are
proposing for the last year of the review period. Based on our analysis of recent
performance, we consider that imposing the final year standards immediately would
give rise to a significant risk of failure. For this reason, we consider that it would be
appropriate to allow for a glidepath that gives Openreach adequate time to implement
any necessary changes to its operations and to become sufficiently resourced with
skilled staff to comply with our proposed third year standards.

5.69 We have therefore proposed a glidepath that requires a modest improvement in the
first year of the charge control period (which is consistent with current UK average
performance’®®), a significant increase to 90% in the second year, and for Openreach
to achieve the target of 93% in the final year of the control. This glidepath allows
Openreach to take longer to achieve the last 3% of the improvement, and it also
factors in the progress we expect Openreach to make with its fault volume reduction
programme, resourcing efforts, and investments in multi-skilling based, all of which
are based on Openreachoé6s58pwn timetable

Table 5.8: Proposed repair within SLA standards showing glidepath (excluding
MBORC allowances)

QoS standard Current First year Second Third year
level (2018/19) year (2020/21)
(2019/20)

Repair completion within 0
SLA timescales £

5.70 With respect to the +5 days standards, we propose to set the target for the first year
of the control period at a level broadly equivalent to current performance. We
consider that this has the benefit of allowing Openreach to focus on delivering
against the on time repair standards in the first year while also moderating the risk of

(see

a degradation in performance in the O6short

beyond their SLA). By the second and third year of the review period, we would
expect Openreach to have increased resources appropriately in order to meet the on
time repair standards for SMLs 1 and 2, which should be reflected in its performance
at five days beyond those agreed timescales. We therefore propose a linear
glidepath up to 97% in the third and final year i see Table 5.9.

0Openreach refer to this as fAtime to competenceo.

108 Figures shared with Ofcom and the OTA2 by Openreach indicate that between 1 November 2016
and 20 January 2017 year-to-date UK performance against the current repair standards was 84.1%
for SML1 and 80. 0% for SML2. Adisgiminatio® KRisrshmow that h 6 s
average UK performance for GEA-FTTC repairs at SML2 across the FAMR period has been 79.5%.
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Table 5.9: Proposed standards for repairs at SLA +5 days showing glidepath
(excluding MBORC allowances)

QoS standard Current First year Second Third year
level (2018/19) year (2020/21)

(2019/20)

Repair completion within SLA 0

Question 5.4: Do you agree with our proposed glidepaths? Please provide reasons
and evidence in support of your views.

Other considerations relating to the design of our proposed QoS
standards

5.71 Inthis section, we consider a number of aspects to the design of the on time repair
and repair at +5 days standards, and how we propose to measure compliance with
them.

Compliance periods

5.72 The 2014 FAMR determined it appropriate to measure compliance with the repair
standards on an annual basis. We considered that, while it is desirable for
Openreach to achieve a consistent level of service throughout the year, there are
typically periods in each year when conditions are more challenging and during which
there can be significant volatility in fault volumes. By setting standards on an annual
basis, Openreach is able to balance periods of high repair demand with periods of
low demand, for example where weather is benign, and also to resource itself more
efficiently.

5.73 We do not consider that there is a reasonable basis to depart from this approach and
therefore propose that compliance should be assessed annually. The first
assessment period for the repair QoS standards should therefore be 12 months
beginning 1 April 2018. Subsequent periods will begin 1 April 2019 and 1 April 2020,
respectively. Imposing the standards in this way also aligns our proposed remedies
with the WLA market review and charge control periods.

Geographic application

Repairs within SLA

574 The 2014 FAMRconcluded t hat the standards should appl)
ten geographic regions, and that the same target should apply in each region. We
believed that this would ensure consistency in the standards we set without imposing
disproportionate requirements on BT.

5.75 Asshown by Figure 5.10bel ow, Openreachds monthly repair
(for WLR, MPF, and GEA-FTTC) often varies considerably between the highest
performing and lowest performing of its ten geographic regions. The chart indicates
that the performance difference is generally between 10% to 20%, but can be as high
as 30%. Hence, we are concerned that a national standard for on time repair could
be met by Openreach performing very well in some areas of the UK, but allowing
performance to degrade in other regions.
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Figure 5.10: Performance difference between the highest and lowest performing
regions in the UK for WLR, MPF, and GEA-FTTC
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Source: Openreach mandatory non-discrimination KPIs

5.76 To support good outcomes for competition and consumers, we consider that it is
important that standards on repairs delivered to the SLA apply in sufficient granularity
to ensure a consistency in repair performance throughout the country. We also
consider that this approach reduces the risk of discrimination between regions,
including where the mix of services varies from region to region, and is consistent
with Ofcombés duties to each of the UK nati on:
standards to a greater number of areas could yield greater consistency, this
approach may increase the cost and compl exi t\
statistical reliability of the reported results.

5.77 We therefore propose that the repair within SLA standards for SMLs 1 and 2 repairs
apply to each tenfegioDp Waconsidecthabthss strikes an
appropriate balance between ensuring consistently good outcomes for customers
across the UK and the costs and burden associated with setting too granular a level
of compliance.

Repairs completed five working days over agreed timescales

5.78 In contrast, we propose to assess compliance with the +5 days standards on a
national basis. The volume of repairs completed at five working days over SLA is
materially lower than those repaired on time. In some regions this could lead to a
greater volatility in Openreachds performance
reduce Openr e aetiablydemoadiratd pertorynanteaat the proposed
standard level of 97%.

5.79 We do not expect there to be much scope for Openreach to significantly vary repair
operations on a geographical basis so as to achieve different performance outcomes
given our proposal to assess on time repair performance on a regional basis, which
would require Openreach to adequately resource all geographic areas. However,
some variation between regions and within regions (i.e. between urban and rural
areas) could occur that this is not fully wit
repairs involving civil work are affected by the local environment. Consequently, we
consider that assessing the +5 days standard on a national basis will afford
Openreach a degree of operational flexibility in meeting the target and that this is
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proportionate as these cases typically include more difficult repair jobs, which can
require specialist skills or equipment which could be difficult to make available to all
parts of the country.

We therefore propose to measure compliance with the on time repair standards
regionally and the repair within the SLA +5 days standards nationally. Figure 5.11
below illustrates how we intend to implement our proposals:

Figure 5.11: Proposed geographic application of the repair QoS standards

WithinSLA - ———-—- - Five days
beyond SLA
East Anglia
London
North East
QoS standard E°E2|£§St QoS standard
applying in 10\ \ajes & N Midiands UK applying
regions S Wales & S Midlands nationally
Scotland
South East
Wessex

Question 5.5: Do you agree with our proposed compliance periods and geographic
applications of the repair standards? Please provide reasons and evidence in support
of your views.

Inclusion of force majeure affected services in the QoS standards

5.81

5.82

5.83

Within any given year, MBORC events can occur in any region and cause
Openreach to fail its repair targets. These can include, among other things, extreme
weather events and criminal or negligent damage to the Openreach network by third
parties.

In the 2014 FAMR, we took account of evidence that there was a reasonable
prospect of force majeure events of such a magnitude for which no preparation by
Openreach would be sufficient. As a result, we considered making allowances for

events that are outside Openreachdds control

QoS standards. We determined it appropriate to limit the scope for Openreach

pot entially dédabusingé the MBORC regi me
Openreach failing the standards for reasons genuinely outside its control was
mitigated. We therefore undertook a comprehensive study of events that resulted in
late repairs, including extreme weather events. Ultimately we decided to allow for two
types of MBORC events: Local MBORCs!” and High Level MBORCs.1%®

For Local MBORC events (the majority of total MBORCS), we did not propose to
analyse individual BT declarations regarding such events. Instead, we applied a 3%
force majeure adjustment to the repair standards. Compliance with the MBORC-

107 E.g. criminal, intentional, or negligent damage to the network.

108 E g. incidents affecting over 2,000 lines, incidents which are/are likely to become the subject of
regional or national media interest, and anything likely to have a significant impact on the BT and/or
Openreach brand.
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adjusted standard is then assessed by counting all late repairs without exception for
Local MBORCs. We based the 3% allowance on an analysis of MBORC-related
events during 2012/13, which we considered to have been a year of particularly poor
weather and, accordingly, offered a reasonable proxy for an upper estimate of the
potential for MBORC to impact on service delivery.

5.84 In addition, we allowed Openreach a time-limited exemption in two areas of the UK
per year for late repairs due to High Level MBORC events.'® To apply for High Level
MBORC exceptions, Openreach is required to provide Ofcom with details of the
event together with the justification for the length of the declaration. This was
intended to allow for the fact that in any given year, particular regions may suffer from
much more extreme weather than the UK fAaver af
accurately predict which regions may be impacted by such events from one year to
the next, we considered it appropriate to allow for flexibility as to which two regions
per year Openreach may apply the High Level MBORC allowance, should this be
necessary and appropriate, and considered that this is likely to support effective retail
competition.

5.85 In analysing the occurrence of MBORC events since the 2014 FAMR (see Tables
A6.47 and A6.48 in Annex 6), we have observed a reduction in the proportion of fault
repairs exceeding SLAs, which were also impacted by MBORCSs. This has been, for
the most part, during benign years in terms ¢
have not had to react to weather events of the same scale as those analysed for the
purposes of the FAMR. Still, as weather-related incidents are by their very nature
unpredictable, we consider that the potential remains for such events to affect a large
number of lines simultaneously and to significantly disrupt operations.

5.86 We have received a stakeholder submission regarding MBORCs, which suggests
that the prevailing allowances are too generous. We recognise that, in a normal year,
the MBORC allowance might exceed the number of MBORC events that occur.
However, we continue to consider it appropriate to set an allowance based on a
6wor st c as e ddersopmwvida certamty o @Opeoreach that extreme
weather-related events do not have an unintended consequence in its ability to meet
its regulatory obligations.

5.87 We therefore consider it appropriate to follow the same approach taken in the 2014
FAMR and propose to use the current 3% as an upper bound on which to base the
fixed force majeure allowance for the on time repair standards. In addition, we
propose to retain High Level exemptions in up to two regions per year, for up to eight
weeks per event.

5.88 For the repair standard at +5 days, we propose to grant equivalent exceptions for
High Level MBORCs but do not propose to include a fixed percentage allowance for
Local MBORC:s. In the light of our proposals above to assess compliance against
these standards on a national basis, we consider that localised, small-scale events
are relatively less |ikely to have an i mpact
measured across the UK and, in turn, success against the QoS standards.

Question 5.6: Do you agree with our proposal to continue to make an allowance for
force majeure in the repair QoS standards? Do you agree with our proposals to use

109 This is limited to a maximum of eight weeks in a year in a given geographic region, and Openreach
could use the exemption in no more than two regions. Work undertaken for Ofcom by Cartesian for
the purposes of the 2014 FAMR showed that the highest average period for a Senior Operations
Manager (SOM) area to be impacted by an individual MBORC event in 2012 and 2013 was 58 days.
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3% as the Local MBORC allowance and to retain exemptions for High Level events?
Please provide reasons and evidence in support of your views.

Service level guarantees (SLGS)

5.89

5.90

5.91

5.92

5.93

Aside from regulatory quality standards, we ensure that Openreach also faces
financial incentives both to avoid delays and to minimise any such delays which may
arise. These incentives are contained within the SLA and SLG provisions of
Openreachdés wholesale contracts with t
access services.!? Openreach is required by our SMP regulation to provide SLAs
and SLGs within those contracts, including specific service level commitments to
which SLGs apply relating to repairs such as fault repair times and attending fault
repair appointments.!

Under these contractual SLAs, BT agrees to pay telecoms providers a set amount for
each day'*? of delay in respect of its orders beyond the SLA as set out in the terms of
its contracts. For exampl e, under BTO6s
pay telecoms providers fixed compensation if the completion of any MPF fault repair
is later than the contractually agreed timescales as per the relevant SML. This is
calculated at £8 per working day or part working day from the working day after the
SLA timescales have passed.

However, the payment period is currently limited to a specified maximum number of
days i specifically 60 consecutive working days in respect of late MPF repairs. We
are concerned about instances where customers are left without service for extended
periods of time. We have therefore considered the incentives on Openreach to
address delayed repairs, including the possibility of using SLGs to protect consumers
falling outside the scope of our QoS standards.

In 2015/16, [ 1% of all completed fault repairs!'® took more than 60 working days
over SLA to resolve. While this percentage may appear small, the figure in absolute
terms equates to [* ] fault repairs per month, which we consider represents a
material number of consumers waiting excessive amounts of time for a repair to take
place. As telecoms services (broadband in particular) are increasingly becoming an

essential partofpeopl eds | i ves, prolonged service

consumer harm. Further, that harm from being without broadband or fixed voice
services does not end at 60 days, but beyond this point there are limited incentives
on Openreach (including a lack of financial pressure) to resolve outstanding faults
given its SMP. In addition, we consider that, as a repair gets closer to the 60 day

mar k, Openreachés incentives to resolve

total SLGs it could still be liable for decline on a daily basis.

Our data analysis suggests that, of completed fault repairst'* which took more than

el ecom:

contr i

out a

t he f

60 working days over SLAtoresolve,37 % ar e within OfYamth&achds c

110 hitps://www.openreach.co.uk/orpg/home/products/contracts/contracts.do [accessed 14 March

2017].

111 See Section 8 and proposals to impose Reference Offer obligations on BT in our 2016 NMR
Consultation and March 2017 WLA Consultation.

112 Day or working day depending on the contract.

113 WLR, ISDN30, ISDN2, MPF, SMPF, GEA-FTTC and GEA-FTTP faults.

14 WLR, MPF and GEA-FTTC faults in 2015/16.

115 High-level clear codes 4 (Main Distribution Frame), 22 (DSLAM mains power repair), 23 (NGA
proactive repair (FTTC cabinet)), 83 (Radio), 172 (Other Reports (Local line)), and 180 (OTHER).
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5.94

there is scope for the repair of those faults to be completed more quickly. A further
34% involve underground work!® which have limited scope for improvement,
although only 2.4% were impacted by MBORC declarations and were therefore, by

definition, outside of Openreachb6s reasonabl

We consider that faults that are not resolved within a timely manner risk undermining
the effectiveness of the repair SLAS in supporting the effectiveness of the network
access remedy and, as such, it is appropriate that we intervene to incentivise
Openreach to take action in order to make improvements in this area. Openreach
has shared with us its plans to tackle the group of repairs beyond the SLA that fall
into the @ged tailé''’ We welcome these plans but remain concerned that plans to
deal with this issue may be deprioritised in the light of other operational initiatives,
especially in light of the higher quality standards we are proposing. We therefore
consider a change to the SLG cap to be necessary and have looked at two possible
options, as set out below.

Extending the SLG cap

5.95

We consider that extending the 60 day cap in principle would provide incentives for
BT to complete repairs for an additional number of customers where otherwise those
incentives would not exist and would increase the incentives to complete repairs
which approach the existing cap. For example, doubling the current SLG cap to 120
payable days would reduce the number of open repair jobs at the cut-off point for the
compensation cap to [* ] cases per month.'8 Further, our estimates indicate that
extending the cap to 120 payable days has the potential to increase annual SLG
costs to BT by less than £200,000. However, BT would not be liable for the totality of
this exposure due to the various exclusions contained within its contracts with
telecoms providers to reflect matters that are not within its control.**®

No SLG cap

5.96

As stated in Section 3, in our view it is not appropriate to adopt a general principle as
regards the appropriateness of compensation caps but to consider the particular
circumstances. Removing the current cap would ensure that, in future, BT has
increased incentives to repair faults that experience delays of 60 or more days over
SLA. Specifically, in contrast to the status quo, there would be a financial incentive
on BT to complete these repairs. Our estimates indicate that not having a cap on late
repairs SLGs has the potential to increase annual SLG costs to BT by less than
£600,000 compared to the counterfactual of a 60 day cap. Again, we do not expect
that BT would be liable for the total amount set out above as, in practice, a number of
repairs would likely be outside of its control and, therefore, in line with its contracts
with telecoms providers, SLGs would not apply. The SLGs would therefore maintain
incentives on Openreach to undertake repairs promptly where it remains in its control
to do so.

118 High-level clear codes 81 (Underground i exchange-side) and 82 (Underground i distribution-

side).

117 Openreach considers a fault repair more than 30 calendar days beyond SLA as falling into the
aged tail.

118 Based on 2015/16 fault repair volumes.

119 E g. delays caused by Openreach, by no fault of its own, not being possible to access, or carry out
any necessary work at, the relevant premises because a consumer is not present.
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Assessment

5.97 Based on the above, we consider the arguments to be finely balanced. We consider
that the existing level of caps on SLGs is no longer appropriate and risks
undermining the SLA/SLG regime as a component of fair and reasonable network
access. Theoretically, the longer the cap the greater the incentive on Openreach to
address delayed repairs. However , a | onger cap also risks i
(hence BT6s previous concerns about unlimite:¢
avoidance tactics or gaming.

5.98 As set out in Section 3, we consider that the justification for retaining caps on
compensation is weak, even where these caps are set to only capture the most
extreme cases. We consider that removing the cap in its entirety maximises the
benefit to competition, telecoms providers, and consumers by ensuring Openreach
resolves all customer faults attributable to its network. We place particular weight on
this factor.

5.99 Set against the benefits to competition, there are potential costs to BT. We would be
concerned if the potential financial exposure to Openreach was disproportionate in
light of the competition benefits identified above. Using data obtained from BT using
our statutory information gathering powers, we have estimated the increase in repair
SLG costs that BT could be liable for if SLG caps for repairs were removed to be
under £600,000,2° which very much reflects the upper bound of the potential
increase in annual costs. We have not calculated a corresponding lower bound;
however, we consider that the liability to which BT would be exposed would be
considerably lower in reality than the figure stated above because of certain
contractual exclusions to compensation payments.

5.100 Having regard to the level of costs identified above and the potential improvements in
the effectiveness of the SLA/SLG regime, we are proposing to require Openreach to
remove the existing 60 cap on SLG payments. We consider that this will ensure that
the incentive properties of SLGs do not diminish and will encourage Openreach to
effect material improvements in the long tail, thereby reducing extreme delays. A
notification of our proposed direction is set out in Annex 8.

Question 5.7: Do you agree with our proposal to make the payment period for late
repair SLGs indefinite? Please provide reasons and evidence in support of your
views.

Provisional conclusions

5.101 In the above sub-sections we have outlined our proposed remedies to address the
repair QoSissuesar i sing out of BT Q§weh&dRviewddthet hi s r eqga
effectiveness of the existing regulatory framework insofar as it impacts on quality*?*
and have proposed measures to ensure that BT has the right incentives to deliver
(via Openreach) the quality its customers and end users require.

5102 The foll owing section of this consultation s
service performance in respect of installations. We then go on to describe the

120 This calculation is based on the product of the annual volume of repairs taking more than 60
working days over SLA to complete and the mean time to repair for those repairs. This is
subsequently multiplied by £8 which represents a proxy for the SLG for each late repair.

121 These elements of the framework are service standards, transparency obligations, and SLGs.
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transparency requirements we are proposing to set on BT to ensure the appropriate
level of visibility around quality.

Question 5.8: Do you have any further comments on our proposals for regulating

BT6s service performance for repairs?
support of your views.
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Section 6

Reqgul ating BTO0s servic
Installations

Introduction

6.1 In Section 3 we set out our concern that, in the absence of appropriate ex ante
guality of service (Qo0S) regulation, there is a risk that BT has the incentive and the
ability to, among other things, install WLR, MPF and GEA-FTTC services at a level of
performance which could impair competition in the markets for fixed voice and
broadband services, for example, by discouraging customers from switching between
rival telecoms providers. The division of BT that installs and maintains connections to
its network on behalf of telecoms providers is called Openreach.'?

6.2 Our assessment and proposals for appropriate ex ante regulations to remedy our
above concern are based on the reasoning and evidence set out in this section
(including referencesmade t o Annex 6 on Openreachés QoS
Annex 7 on resource implications) and the approach to regulation which we have set
out in Section 3.

6.3 In Section 8 we set out why we consider that the regulations we propose would
achieve our statutory duties and satisfy the relevant legal tests. In reaching these
proposals, we have also taken account of our regulatory experience from previous
market reviews, recent developments in the wholesale fixed access markets
(particularly based on information from Openreach and telecoms providers about
guality of service and from customers in response to new research we have
commissioned), and also expected developments over the forward look period.

Summary of our proposals

6.4 In the Narrowband and WLA market reviews, we have proposed to impose an SMP
condition requiring BT to comply with such quality of service requirements as we
direct from time to time. Here we are proposing to exercise that power to impose a
direction setting QoS standards for installations,?® as summarised below.

Quality standards for installations

6.5 We are proposing to set directions which require BT to comply with quality standards
in relation to:

a) on-time installations, where we propose an increase from the current level which
is set at 90% to 95% by 2021. We further propose to apply this requirement to
Openr e ac HOTC inGdldions (in addition to WLR and MPF installations);
and

122 Openreach does not have an operational presence in Northern Ireland; instead, BT Ireland
operates and maintains the Northern Ireland network on behalf of BT Group. Further information is at
http://ask.ofcom.org.uk/help/telephone/Nlopen.

123 We set out what we mean by installations in Section 2.
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b) installation appointments, where an Openreach engineering visit is required to
install WLR, MPF and also GEA-FTTC!?4, where we propose:

9 areduction in the lead time for the first available appointment date offered by
Openreach from within 12 working days to within ten working days by 2021; and

9 arequirement on Openreach to offer an appointment date within ten working
days 90% of the time rather than the current 80%.

6.6 We propose that compliance with the above quality standards for installations will be
assessed annually over each of ten UK geographic regions!?® (as is the case
currently), but by measuring the combined performance across WLR, MPF and GEA-
FTTC rather than for each service.

6.7 We have also considered an appropriate glidepath for Openreach to achieve these
new quality standards for installations, which are summarised in Table 6.1 below.

Table 6.1: Proposed quality standards for WLR, MPF and GEA-FTTC installations over
the 2018 to 2021 market review period

Current Proposed new standards
standard

First year  Second year Third year

(2018/19) (2019/20) (2020/21)
% of installations to be
completed by the
committed date
(Adjusted standard for
force majeure)

90%
(89%)

92%
(91%)

92%
(91%)

95%
(94%)

First year Second year  Third year
(2018/19) (2019/20) (2020/21)
Working days within
which first date offered
for installation
appointments
(2018/19)
Frequency with which
regulated installation
appointment date must 80% 90% 90% 90%
be offered (79%) (89%) (89%) (89%)
(Adjusted standard for
force majeure)

12 12 10

Second year  Third year
(2019/20) (2020/21)

124 For the avoidance of doubt, we mean any appointments made for an engineer visit whether in
relation to orders for GEA-FTTC installations at the street cabinet only and/or appointments for an
engineer visit to the customerdés premises.

125 Based on Openreach operational regions, the ten UK geographic regions are Scotland, North East,
North West, North Wales & North Midlands, South Wales & South Midlands, Wessex, South East,
London, East Anglia and Northern Ireland. A breakdown of each of these regions by exchange name
and identifier is available at

https://www.ofcom.org.uk/ __data/assets/pdf file/0022/81067/schedule 3 annex 29.pdf.
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Service Level Guarantees (SLGs) for installations

6.8 We have set out proposals to remove the cap
payments of late installation SLGs in its contracts. We consider that this measure will
ensure that Openreach remains incentivised to complete installation orders which
experience significant delay.?

Structure of this section

6.9 This section first discusses our aims in relation to two key aspects of performance:
certainty that Openreach will deliver on time as promised and how quickly they can
complete installations. We then consider the levels of service performance we think
Openreach should meet, and how this performance should be measured for
compliance, such as the assessment period, the geographic application and
allowances for force majeure events. Finally, we consider proposals around late
installations and newly installed services not working properly, including SLGs.

Aim and effect of regulation
Certainty around installations

6.10 As set out in Section 3, the primary focus for our approach to this review in relation to
fixed line installations is on the competition benefits arising from improved certainty,
by which we mean:

9 certainty that installations will be completed on time, i.e. an increase in the
proportion of orders for connections that are installed on the date agreed
between Openreach and its telecom provider customers; and

1 certainty that orders for installations requiring an engineer appointment will be
offered a timely appointment, i.e. an increase in the proportion of orders which
must be offered a timely appointment (where required).

6.11 We also consider other aspects of certainty including Openreach missing
appointments and completed installations that do not work as expected. Together
with late installations and delays in appointment availability, these issues cause
frustration, inconvenience and costs for telecoms providers and their customers,
thereby undermining the effectiveness of the core network access remedy.

Speed of installations

6.12 We have also considered the extent to which, in addition to ensuring certainty around
installations, it would be appropriate to reduce their timescales.

6.13 In Section 3 we discuss the negative effects of a poor installation experience on
customers and on telecoms providers and competition. We also assess the results
from the 2017 Jigsaw survey, which indicates that most residential customers
consider a wait of up to seven calendar days until the first suitable appointment for an
engineer to visit to be reasonable and a wait of ten calendar days or more to be
unacceptable. On average, Openreach is currently offering telecoms providers a first
available appointment at around eight working days for WLR and MPF installations

26Typically, these are installation orders which invol
home or business premises.
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6.14

6.15

6.16

that require an engineer visit.'?” However, the average time to install WLR and MPF
orders which require an engineer visit currently takes over 14 working days*?® and,
including WLR and MPF orders which do not require an engineer visit, the average is
still about 11 working days.'?® On average, therefore, the wait for an installation order
to be fulfilled is taking at least twice as long as customers indicate is reasonable.
These findings suggest that current timescales have the potential to harm
competition by deterring switching.

However, the speed with which Openreach completes installation orders is often
constrained by factors outside of its control. These factors include consumer
protection regulation such as General Condition 22.1% This general condition, and
related industry best practice, require a minimum of ten working days for the
installation of a service transfer for customers that are switching between telecoms
providers while remaining connected to the Openreach network. This regulation is
designed to protect customers from being switched without their agreement

(Asl ammedod) and under mi ni ng 23¥xn26%'d & allc e
Openreach installations are affected by this rule.

The lead times of telecoms providers can also constrain installation times. This
includes how quickly telecoms providers place their installation orders with
Openreach and how quickly they dispatch home equipment (modems/routers) to their
customers. Moreover, some customers choose to delay their installation dates, for
example to a more convenient appointment date (where an engineer visit is planned)
or to schedule their installation date to coincide with the date of moving house or
business premises.

Broadly, the speed of installations and

may influence installation timescales vary depending on whether the installation
requires an appointment for an engineer visit or not.

Speed of installations requiring an appointment for an engineer visit

6.17

Around a third (between 30-40%*?) of orders require an Openreach engineer visit to
complete the installation, and this often means making appointments with customers
to provide access to the home or business to be connected. Openreach making
timely appointments available to its telecom provider customers is an important factor
driving customer experience and an area in which Openreach has performed poorly

127 Openreach, 2017. Our performance. Homes and smaller businesses.
https://www.homeandwork.openreach.co.uk/OurResponsibilities/our-performance.aspx [accessed 10

March 2017].
128 Openreach, 2017. Our performance. Homes and smaller businesses.
https://www.homeandwork.openreach.co.uk/OurResponsibilities/our-performance.aspx [accessed 10

March 2017].

129 See Figure A6.14 in Annex 6.
130 Ofcom, 2015. General Conditons of Enti tl ement, General Condition 2
Migrations and Home-moves. Extract from the Consolidated Version of General Conditions of
Entitlement as at 28 May 2015.

https://www.ofcom.org.uk/ _data/assets/pdf file/0027/86274/General Condition 22 Service migratio

ns _and Home-moves.pdf.

131 Openreach email to Ofcom dated 6 December 2016. The figures are the lowest and highest
quarterly percentage of WLR, MPF, SMPF and GEA-FTTC provisions combined, which were subject
to the Notification of Transfer process, over the period Q1 2015 to Q3 2016.

132 See Figure A6.4 in Annex 6.
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in the past.'* In 2014, we imposed a requirement on BT to offer a first available
engineer appointment within 12 working days of the corresponding order being
placed, in line with the contractual service level agreement (SLA) that was in place at
the time.

6.18 Openreach data shows that orders requiring appointments for an engineer visit
usually take longer to complete, currently over 14 working days!** on average. This is
because telecoms providers select some appointments which are later than 12
working days for various reasons, including customer demand for later appointment
dates. Recognising that telecoms providers and their customers may sometimes
choose later appointment s, we nevertheless consider Open
performance in making timely appointments available for installation orders to be a
key factor in the time to install those orders.

6.19 Openreach data also shows that, when it offers an installation appointment within six
working days of an order being placed, fewer than 50% of these appointments are
accepted.’ We do not have evidence that enables us to determine whether this is
mainly because earlier appointments are rejected by telecoms providers because
they are not ready (e.g. their arrangements for the dispatch of home equipment takes
longer than six days), because these earlier appointments are rejected by customers
themselves, or due to a combination of both (or possibly some other reason).
Nevertheless, this evidence suggests that the benefits of further shortening the
timescales for installation appointments may be limited at present, although changes
in customer demand and retail practices may lead to telecoms providers seeking
shorter lead times from Openreach in future.

Speed of installations that do not require an engineer visit

6.20 Two-thirds (between 60-70%*%) of all installation orders do not require an engineer
visit, and the average time to install these orders is currently around ten working
days.™® In the case of non-appointed orders there is typically less engineering work
required for Openreach to have to co-ordinate and carry out to deliver the services
required. For exampl e, in some instances the
some reconnection work in the exchange, for which the Openreach minimum lead
time is around four workings days, and, where the order only requires the reactivation
of an existing line, the lead time is negligible.!3®

6.21 We think that the time to install these orders is not materially constrained by factors
relating to Openreachdds service delivery cap:
factors (as mentioned above), including the regulatory ten working day lead time for
notifying transfers to customers when switching between telecoms providers; the

133 Ofcom, 2014. Statement. Fixed access market reviews: wholesale local access, wholesale fixed
analogue exchange lines, ISDN2 and ISDN30 i Annexes. P.269. Table A17.3.
https://www.ofcom.org.uk/ _data/assets/pdf file/0026/78812/annexes.pdf.

134 Openreach, 2017. Our performance. Homes and smaller businesses.
https://www.homeandwork.openreach.co.uk/OurResponsibilities/our-performance.aspx [accessed 10
March 2017].

135 See Figures 6.9 to 6.11 below.

136 See Figure A6.4 in Annex 6.

137 Openreach, 2017. Our performance. Homes and smaller businesses.
https://www.homeandwork.openreach.co.uk/OurResponsibilities/our-performance.aspx [accessed 10
March 2017].

138 Openreach, 2016. Wholesale Local Access market review and charge control review 2016/17.
Openreach provision performance measures i ATl and FAD. Update for Ofcom. November 2016.
Slide-deck. Slide 9.
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